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Docket No. 12984 
ANNA HARRIS, 


Petitioner, 
VS. 


COMMISSIONER OF INTERNAL REVENUE, 
Respondent. 


Docket No. 12985 


MORRIS HARRIS, 
Petitioner, 
VS. 


COMMISSIONER OF INTERNAL REVENUE, 
Respondent. 


DOCKET ENTRIES 
1947 
Jan. 31—Petition received and filed. T'axpayer no- 
tified. Fee paid. 
Jan. 31—Copy of petition served on General Coun- 
sel. 
Mar. 25—Answer filed by General Counsel. 
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1947 

Mar. 25—Request for hearing in Los Angeles, Cali- 
fornia filed by General Counsel. 

Mar. 27—Notice issued placing proceeding on Los 
Angeles, Calif. calendar. Service of an- 
swer and request made. 

Dec. 8—Hearing set Jan. 26, 1948, Los Angeles. 


1948 

Jan. 29—Hearing had before Judge Harron on 
merits. Motion of counsel to consolidate 
granted. Petitioner allowed ten days to 
amend petition (see record). Appearance 
of Dana Latham, Esq. filed. Briefs due 
3/16/48; replies due 4/16/48. 

Feb. 10—Motion for leave to file the attached 
amended petition, amended petition 
lodged, filed by taxpayer. 

Feb. 11—Motion for leave to file the attached 
amended petition granted, amended peti- 
tion filed. 

Feb. 12—Copy of motion and amended petition 
served on General Counsel. 

Feb. 20—Transcript of hearing 1/29/48 filed. 
Mar. 2—Answer to amended petition filed by Gen- 
eral Counsel. 3/4/48 Copy served. 

Mar. 15—Brief filed by taxpayer. 3/17/48 Copy 
served. 

Mar. 16—Brief filed by General Counsel. 

Apr. 12—Motion for extension to May 16, 1948 
to file reply briefs filed by taxpayer. 
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1948 

Apr. 13—Order, both parties time to file reply 
briefs extended to April 30th, entered. 

Apr. 29—Reply brief filed by taxpayer. Copy 
served. [1 *] 

May 12—Findings of fact and opinion rendered, 
Judge Harron. Decision will be entered 
for the respondent. 5/12/48 Copy served. 

May 12—Decision entered, Judge Harron, Div. 13. 

Aug. 4—Petition for review by U.S. Cireuit Court 
of Appeals for the Ninth Circuit filed 
by taxpayer. 

Aug. 4—Proof of service filed by taxpayer. 

Aug. 6—Designation of contents of record on ap- 
peal and statement of points filed by tax- 
payer. 

Aug. 6—Notice of filing designation of record and 
statement of points with affidavit of service 
by mail attached thereto filed by tax- 
payer. 

Aug. 12—Designation of additional portions of rec- 
ord filed by General Counsel. 

Aug. 24—Proof of service and agreement of desig- 
nation of additional portions of record 
filed. [2] 


* Page numbering appearing at foot of page of original 
certified Transcript of Record. 
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Docket No. 12984 
ANNA HARRIS, 


Petitioner, 
vs. 
COMMISSIONER OF INTERNAL REVENUE, 
Respondent. 
PETITION 


The above-named petitioner hereby appeals from 
the determination of the Commissioner of Internal 
Revenue, set forth in his deficiency letter (LA-IT- 
§0-d-LHP), dated December 5th, 1946, and as the 
basis of her appeal sets forth the following: 

iF 

That petitioner is a resident of the City of Los 
Angeles, County of Los Angeles, State of California. 

iT. 

That the deficiency letter (a copy of which is 
attached), was mailed petitioner on December 5th, 
1946, and states a deficiency of $23,799.40. 

| TUT. 

That the taxes in controversy are Federal In- 
come and Victory taxes for the years 1943 and 
1944. 

ive 

That the determination of the taxes contained 
in said deficiency letter is based upon the following 
errors: 

(a) That respondent proposes to add to tax- 
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payer’s net income for the year 1943, the sum of 
$23,807.04, said amount being the income of Albert 
Harris, son of taxpayer and received by the said 
named Albert Harris, from his undivided one-six- 
teenth interest of his distributive [5] share of the 
net income of the Union Mfg. Company, a partner- 
ship. 

(b) Respondent maintains that the said named 
Albert Harris, is not a partner as such of the 
Union Mfg. Company. 

(c) Respondent maintains that the net income 
derived from said named partnership is the com- 
munity income of taxpayer and Morris Harris, her 
husband. 

(d) Respondent proposes to disallow the sum of 
$25,256.18, California income tax as a deduetion 
in computing Victory Tax net income for the year 
1943. 

(e) Respondent proposes to add to taxpayer’s 
net income for the year 1944, the sum of $14,- 
590.86, said amount being the income of Albert 
Harris, son of taxpayer, and received by the said 
named Albert Harris, from his undivided one-six- 
teenth interest of his distributive share of the net 
income of the Union Mfg. Company, a partnership. 

(f) Respondent maintains that the said named 
Albert Harris, is not a partner as such of the 
Union Mfg. Company. 

(¢) Respondent maintains that the income de- 
rived from said named partnership is the com- 
munity income of taxpayer and Morris Harris, her 
husband. 
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V. 

The facts upon which petitioner relies as the 
basis of her appeal are as follows: 

That on January 2nd, 1943, and for many years 
prior thereto taxpayer and Morris Harris, her hus- 
band were associated as co-partners doing busi- 
ness under the firm name of the Union Mfg. Com- 
pany. 

That on or about January 2nd, 1943, taxpayer as 
the owner of an undivided one-half interest in and 
to the property and assets of the Union Mfg. Com- 
pany, a partnership, conveyed, transferred and de- 
livered [6] to Albert Harris, her son, by way of 
eift, an undivided one-sixteenth interest in and 
to the property and assets of the Union Mfg. Com- 
pany. That taxpayer paid to the Collector of In- 
ternal Revenue at Los Angeles, California, the gift 
tax due covering said mentioned gift. 

That for the calendar year 1943, the said named 
Albert Harris, received as his distributive share 
of the net income of the Union Mfg. Company, the 
sum of $23,807.04, and the said named Albert Har- 
ris, paid to the Collector of Internal Revenue at 
Los Angeles, California, Federal Income and Vic- 
tory Taxes due thereon. 

That for the calendar year 1943, taxpayer charged 
as a deduction the sum of $25,256.18, income tax 
paid to the State of California, for the purpose of 
arriving at Victory Tax Net Income. 

That for the calendar year 1944, the said named 
Albert Harris, received as his distributive share of 
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the net income of the Union Mfg. Company, the 
sum of $14,590.86, and the said named Albert Har- 
ris, paid the Collector of Internal Revenue at Los 
Angeles, California, the Federal Income Tax due 
thereon. 

Wherefore, petitioner prays that respondent take 
nothing by reason of his determination in respect 
to the income of Albert Harris, and Victory Tax 
calculation. 

ANNA HARRIS, 
Petitioner. 

D. WEBSTER EGAN, 
Attorney for Petitioner. 


State of California, 
County of Los Angeles—ss. 


Anna Harris, being first duly sworn, on oath 
[7] deposes and says; that she is the petitioner in 
the above-entitled appeal; that she has read the 
foregoing petition and knows the contents thereof ; 
that the same is true of her own knowledge, except 
as to the matters which are therein stated on in- 
formation and belief and as those matters that she 
believes it to be true. 

ANNA HARRIS, 
Petitioner. 
Subscribed and sworn to before me this 8th day 
of January, 1947. 
FRANK LOBER, 
Notary Public in and for the County of Los An- 
geles, State of California. [8] 
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Treasury Department 
Internal Revenue Service 
417 South Hill Street 
Los Angeles 138, California 


Office of Internal Revenue Agent in Charge Los 
Angeles Division 


LA :IT :90D :LHB 
December 5, 1946 
Mrs. Anna Harris 
10398 Sunset Boulevard 
Los Angeles 24, California 


Dear Mrs. Harris: 


You are advised that the determination of your 
income and victory tax lability for the taxable 
years ended December 31, 1948 and 1944, discloses 
deficiency of $23,799.40, as shown in the statement 
attached. 

In accordance with the provisions of existing 
mternal revenue laws notice is hereby given of the 
deficiency or deficiencies mentioned. 

Within 90 days (not counting Saturday, Sunday 
or a legal holiday in the District of Columbia as 
the 90th day) from the date of the mailing of this 
letter, you may file a petition with The Tax Court 
of the United States, at its principal address, 
Washington, D. C., for a redetermination of the 
deficiency or deficiencies. 

Should you not desire to file a petition, you are 
requested to execute the enclosed form and for- 
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ward it to the Internal Revenue Agent in Charge, 
Los Angeles, California, for the attention of [.A. 
Conf. The signing and filing of this form will ex- 
pedite the closing of your return(s) by permitting 
an early assessment of the deficiency or deficiencies, 
and will prevent the accumulation of interest, since 
the interest period terminates 30 days after filing 
the form, or on the date assessment is made, which- 
ever is earlier. 


Very truly yours, 
JOSEPH D. NUNAN, JR., 
Commissioner, 


By /s/ GEORGE D. MARTIN, 
Internal Revenue Agent in Charge. 
LHP :vae 


Enclosures: Statement Form of Waiver. [9] 


STATEMENT 
LA:IT:90D:LHP 


Mrs. Anna Harris, 
10398 Sunset Boulevard, 
Los Angeles 24, California. 


Tax Liability for the Taxable Years Ended 
December 31, 1948 and 1944 


Year Deficiency 
1943) Income and victory"tax.... 3.02. $ 5,682.73 
HOA MICOIMe TAX sia ies cee cde meee 18,136.67 


inert erm eetisc:  sewecs sce nee $23,799.40 
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In making this determination of your income and 
victory tax liability careful consideration has been 
given to the report of examination dated August 
20, 1945, to your protest dated November 5, 1945, 
and to the statements made at the conferences held. 

A copy of this letter and statement has been 
mailed to your representative, Mr. D. Webster 
Egan, 403 West Eighth Street, Los Angeles 14, 
California, in accordance with the authorization 
contained in the power of attorney executed by you. 

The family partnership of Union Manufacturing 
Company is held to be ineffective for income tax 
purposes and the income reported in the returns of 
the said partnership for the years 1943 and 1944 
as adjusted herein is held to be the community 
property of you and your husband. 


The dependency credit claimed in your hushand’s 
returns for the years 1942, 1943 and 1944 for your 
brother, Henry 8. Cohn, is transferred to your re- 
turn inasmuch as it has been determined that you 
furnished his chief support during the years under 
review. [10] 


Adjustment to Net Income 


Taxable Year Ended December 31, 1942 


Net income as disclosed by return..............--::::seeeee $215,785.09 
Unallowable deduction: 
(a) Loss from rentals decreased................2..--22:0:200+- 477.98 


Noetmmeonmemad \UStCC... 2.0 e cs 5). 8-212 Pesce $216,263.07 
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Explanation of Adjustment 


(a) In the rental schedule of your return you 
claimed a deduction of $628.56 for depreciation, re- 
pairs, and taxes and other expenses incurred in con- 
nection with the home which you furnish rent-free 
to your brother, Henry C. Cohn. Of this amount, 
$150.58 expended for taxes represents an allowable 
deduction under section 23(c) of the Internal Rev- 
enue Code. The balance, or $477.98, is disallowed as 
not representing a proper deduction under section 
23(a) of the Internal Revenue Code. 


Computation of Tax 


Taxable Year Ended December 31, 1942 


PWCtem@Gmie PMA IUSYA ...............----.-eccocacenssecereeenceesnsencneat $216,263.07 
Less: Personal exemption (claimed 
DO. er. 0.00 

Credits for dependents.............-.-..------ 350.00 350.00 
Malamees(smriam net income )...........---2.-.2.--.c-0ssccereereneone $215,913.07 
Less: Earned income credit 

INO)... . nace cn enceovepsaenacctteestescseecenet cose 300.00 
Net in¢ome Subject to normal tax.................---...-..-.--. $215,613.07 
Normal tax at 6% on $215,613.07........ $ 15,936.78 


Surtax on $215,913.07......--..o-cc-ce--ece-- 152,188.72 


Ci@Rect WM OTM GON... --.-----e-nces-cerserenenorenescesescre-o pla, 1 20.00 
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Adjustments to Net Income 


Taxable Year Ended December 31, 1943 


Income Tax Victory Tax 
Net Income Net Income 


Net income as disclosed by return........ $137,322.14 $143,247.29 
Unallowable deductions and ad- 

ditional income: 

(a) Net gain from sale of capital 


STG) fer 2 7 ee 88.14 0.00 
(b) Loss from rentals decreased........ 042.06 690.02 
(c) Partnership income decreased... 23,630.76 23,630.76 
(d) ‘‘Other deductions’’ disallowed 0.00 25,256.18 
Use| Meee 0 ee eee $161,583.10 $192,824.25 
Additional deduction: 
(e) Contributions increased .............. 798.60 0.00 
Net meomie adjusted ee $160,784.50 $192,824.25 


Explanation of Adjustments 


(a) There is added to income the amount of 
$88.14 representing your community share of a net 
gain from the sale of capital assets realized by the 
partnership Union Manufacturing Company, com- 
puted as follows: 


Your 
Total Taxable community 
Income Income share—o0% 


Ordinary net income, 
as adjusted in (c)....$380,560.02 $380,560.02 $190,280.01 


Long-term capital 
gain (50% taxable).. 352.56 176.28 88.14 


hi $380,912.58 $380,736.30 $190,368.15 
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As previously explained, it is held that the in- 
come of this partnership is taxable to you and your 
husband as community income. 

(b) For the reason previously explained, the de- 
duction of $690.02 claimed for repairs, taxes, depre- 
ciation and other [12] expenses incurred in connec- 
tion with the home occupied by your brother, is dis- 
allowed to the extent of $542.06 for income tax net 
income purposes. The entire amount, or $690.02, is 
disallowed for the purpose of the victory tax net 
income. Taxes paid in the amount of $147.96, in- 
cluded therein, while allowable for income tax net 
income under section 23(c) of the Internal Revenue 
Code, do not represent an allowable deduction from 
victory tax net income under section 451(a) of the 
Code. 

(c) Your share of the ordinary net income of the 
partnership, Union Manufacturing Company, held 
to represent community income as_ previously 
stated, is increased by the amount of $23,630.76, 
computed as follows: 


Ordinary net income as shown in partner- 


dp et —_— eran ners ceeennsn ys $380,912.58 
Less: Amount determined to be net gain from the 
SalomOimmmnnnel ASSO{S.......-...---2...2c.--+-0-c¢lceeeeosssoummeee eee 352.56 
Ordinary mes ineamie agdjustedt....-..2...-2-.-<--0cceceeeeeeeeeoess $380,560.02 
BY Ou) Ire WINNING GY SINUS = 2... a cee raet anc secesenta sgeaneceeaeeveseeaeees $190,280.01 
Amount Megomed mmeyour return ......2.2...-ccc22-:ccceeeecees 166,649.25 
LCR eae ee eRe eee ey EPS $ 23,630.76 


(d) The deduction of $25,256.18 claimed for Cali- 
fornia income tax is disallowed as not representing 
a proper deduction in computing victory tax net in- 
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come under section 451(a) of the Internal Revenue 
Code. 

(e) You are allowed an additional deduction of 
$798.60 for contributions, representing your com- 
munity share of contributions made by the partner- 
ship, Union Manufacturing Company, which were 
claimed, and disallowed, on the returns of your son 
and daughter. Since the income of such partnership 
is held to be the community income of you and your 
husband, as previously explained, the amount of 
contributions made by the partnership represents a 
community deduction, allowable to you and your 
husband. [13] 


Computation of Alternative Tax 


Taxable Year Ended December 31, 1946 


Netuincome ad juste ccs 2s. 2s2ce8ee cer atest ee $160,784.50 
Less: Excess of net long-term capital gain over net 

short-term tapubal Tass? co 2. cee ac ese ecectcncece 88.14 
Onrdimary meta Cait csc eres ces $160,696.36 
Less: Personal exemption (claimed 

by) husbawdiec.. eee eee $ 0.00 

Credit for dependents...............2--.-.--+-- 350.00 350.00 
ealance (surtax met 1mewmMe) 25.2 2...00.t cee $160,346.36 
Wuegs: Earned income credit ..............--.-.ccecceecce------eoneeee 300.00 
Balance subject to normall tax........2.2......-.2.2 ee $160,046.36 
Normal tax at 6% on $160,046.36.......... $ 9,602.78 
Surtax on $160,346.36... 107,020.55 
TP eaaefr Meee =n «255 se eae ck so seep es eee eee $116,623.33 
pag ve S10 2G) a slole de) E: Smee eee ee 44.07 


Alternative tax oo. Se eee $116,667.40 
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Computation of Income and Victory Tax— Current 
Tax Payment Act of 1943 
Taxable Year Ended December 31, 1943 


Income tax net income adjusted..w...... ee eee $160,784.50 
Less: Personal exemption (claimed 
AUS 20 $ 0.00 

Credit for dependents..........02........0.... 330.00 330.00 
SS GE et 000) F $160,434.50 
Igere: Warned imeome credit........................00...cccc0ccco-s 300.00 
Income subject to normal tax... eee esse cneee $160,134.50 
Normal tax at 6% on $160,134.50........ $ 9,608.07 
umtax on W1'60:434/50_....... 107,091.95 
Vo. BLL er $116,700.02 
| Tae: $116,667.40 
3 ES Gh 5 a ea eer $116,667.40 
Victory tax net income adjusted............ $192,824.25 
Less: Specific exemption................--......- 624.00 
Income subject to victory tax................ $192,200.25 
Victory tax before credit (596 

el. |) ee $ 9,610.01 
Less: Victory tax credit (429%) 

| 600.00 
a SEE i PERSE ETS 9,010.01 
1, Wieein@eme fax and Fictory tax... $125,677.41 
A Welese eee for 108m 165,125.50 
3. Amount of item 1 or 2, whichever is larger.......... 165,125.50 
4. Forgiveness feature: 


(a) Amount of item 1 or 2, which- 
ever iseg@maller .....................-.... $125,677.41 
(b) Amount forgiven (34 of (a)) 94,258.06 


Ce) Mmm WETORRiwen ceca 31,419.35 
5. Correct income and victory tax liability (item 3 

PPE OO) ET aan coon ocean ee $196,544.85 
6. Income and victory tax liability shown on re- 

tia, awe No, SO0U6G5..... eee eee 190,882.12 


& &eegowr 


. 
= Ot Re I Semen wap tawe tas 
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Adjustments to Net Income 


Taxable Year Ended December 31, 1944 


Net income as disclosed by return......-.ecceccccecceceececcees. $ 92,116.88 
Unallowable deduction and additional income: 

(a) Loss from rentals decreased........ $ aT (6 

(b) Partnership income increased... 20,495.66 20,849.42 

‘SUG ARR 8 yr RR MOR RINE yo $112,966.30 

Additional deduction: 

(c) Contributions increased ...............---- ee 469.71 
INGHaIMc one acs elec vee ered $112,496.59 


Explanation of Adjustments 


(a) For the reason previously explained, the de- 
duction of $503.55 claimed for repairs, taxes, depre- 
ciation and other expenses incurred in connection 
with the home occupied by your brother, is disal- 
lowed to the extent of $353.76. 

(d) Your community share of the net income of 
the partnership, Union Manufacturing Co., is in- 
creased by the amount of $20,495.66, computed as 
follows: 

Ordinary net income, as shown in partner- 


ion BE LUTED reese Cle: 2. 7-2 MM, <cdcaspoes cnev eee eee 
Add: Repairs disallowed as represent- 


$233,453.77 


ing capital expenditures ................--.... $ 12,048.25 
Less: Depreciation allowable.................. 238.66 


DN eters allOWamGG: 225. eee hie s2 oes ee 11,809.59 
$245,263.36 
$122,631.68 

102,136.02 


Ondimary met imeome adjusted)... cee ce 
NMotnime Onmmmnnity SHATC.....c.ccc..<:sce<.:.2-cer eee ence 
Aimoumimmemontedin Yous Tet uy eee seo 


DF VOENS donee ge eee ROMPRES: cad: $ 20,495.66 
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The increase, or $20,495.66, is added to income for 
the reason previously given. 


(c) You are allowed an additional deduction of 
$469.71 for contributions, representing your com- 
munity share of contributions made by the partner- 
ship, Union Manufacturing Company, which were 
claimed on the returns of your son and daughter 
and, which have been disallowed to them for the 
reason previously given. [16] 


Computation of Income Tax 


Taxable Year Ended December 31, 1944 


iNet wicomeradwisted ...........2.....-2.2....-.- $112,496.59 
Wess rte eNCMPTIONS -..........5..-2.-..0< 1,000.00 
eC mIT eT WUTC OMIC. .<._-..-...----20cccscacsescceces- $111,496.59 
SWE ER ice ace ac nn eene nn $ 77,001.97 
PVemmiticomie ac justetl..................... 2... $112,496.59 
Less: Normal-tax exemption ................. 500.00 
Balance subject to normal tax................ $111,996.59 
“ore 225 cit {aia iae eS aele nae ae eae re eae 3,359.90 
Corcccmmamme tax liability ........ 0... cece eee $ 80,911.87 
Ineome tax liability shown on return.............-.2.c22-.--- 62,775.20 
Were MGrmOImINICOMCG FAX... ......2..-..---.....0e-cecesecesnee seen $ 18,136.67 


[Endorsed]: T.C.U.S. Filed Jan. 31, 1947. [17] 
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{Title of Tax Court and Cause No. 12984.] 
ANSWER 


The Commissioner of Internal Revenue, by his 
attorney, J. P. Wenchel, Chief Counsel, Bureau of 
Internal Revenue, for answer to the petition of 
the above-named taxpayer, admits and denies as 
follows: 


I, If and III. 
Admits the allegations contained in paragraphs 
I, If and III of the petition. 


IN. 
(a) to (g), imelusive. Denies that respondent 
erred as alleged in subparagraphs (a) to (g), in- 
clusive, of paragraph IV of the petition. 


V. 

Admits the allegations contained in the first un- 
numbered subparagraph of paragraph V of the 
petition. [18] 

Denies the allegations contained in the second 
and third unnumbered subparagraphs of paragraph 
V of the petition. 

Admits the allegations contained in the fourth 
unnumbered subparagraph of paragraph V of the 
petition. 

Denies the allegations contained in the fifth un- 
numbered subparagraph of paragraph V of the 
petition. 


VI. 
Denies each and every allegation contained in 
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the petition not hereinbefore specifically admitted 
or denied. 

Wherefore, it is prayed that the determination 
of the Commissioner be approved. 


/s/ J. P. WENCHEL, 
Chief Counsel, 
Bureau of Internal Revenue. 
Of Counsel: 
B. H. NEBLETT, 
Division Counsel. 


E. C. CROUTER, 
A. J. HURLEY, 
Special Attorneys, 
Bureau of Internal Revenue. 


AJH/fte 3/17/47 
[Endorsed]: T.C.U.S. Filed Mar. 25, 1947. [19] 


[Title of Tax Court and Cause No. 12984.] 
AMENDED PETITION 


The above named petitioner hereby petitions for 
«a redetermination of the deficiency set forth by 
the Commissioner of Internal Revenue in his no- 
tice of deficiency (LA:IT:90D:LHP) dated De- 
cember 5, 1946, and as a basis of this proceeding 
alleges as follows: 

- 

Petitioner is an individual residing at 10398 Sun- 

set Boulevard, Los Angeles 24, California. 


20 Anna Harris and Morris Harris vs. 


ian 
The notice of deficiency, a copy of which is at- 
tached hereto and inarked Exhibit ‘‘A’’, was mailed 
to petitioner on December 5, 1946. 
III. 
The taxes in controversy are income and victory 
{20] taxes for the calendar year 1943 and income 
tax for the calendar year 1944 as follows: 


1943 $ 5,662.73 

1944 : 18,136.67 

Total $93 799.40 
IV. 


The determination of tax set forth in said notice 
of deficiency is based upon the following errors: 

1. The respondent erred in increasing petition- 
er’s net taxable income for the calendar year 1943 
in the amount of $23,630.76, or any amount, al- 
leged to represent the increase in petitioner’s dis< 
tributive share of the income of the partnership 
Union Manufacturing Company, of which petition- 
er was a paitner during the calendar year 1943. 

2. Respondent erred in disallowing as a deduc- 
tion in computing petitioner’s net income subject 
to Victory Tax for the calendar year 1943 $25,- 
256.18, representing California personal income 
taxes paid by petitioner to the State of California 
during said year 1943. 

3. Respondent erred in determining that a true 
partnership for all purposes, including the deter- 
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mination of federal income tax Hability did not 
exist during the calendar year 1948 between peti- 
tioner, Morris Harris, Albert P. Harris and Betty 
Harris. [21] 

4. Respondent erred in determining that there 
was any deficiency in income and/or victory tax 
for the calendar year 1943. 

5. The respondent erred in increasing petition- 
er’s net taxable income for the calendar year 1944 
in the amount of $14,590.86, or any amount in 
excess of $5,904.80, alleged to represent the increase 
in petitioner’s distributive share of the income of 
the partnership Union Manufacturing Company, 
of which petitioner was a partner during the cal- 
endar year 1944, 

6. Respondent erred in determining that a true 
partnership for all purposes, including the deter- 
mination of federal income tax lability did not 
exist during the calendar year 1944 between peti- 
tioner, Morris Harris, Albert P. Harris and Betty 
Harris. 

7. Respondent erred in determining that there 
was any deficiency in income tax for the calendar 
year 1944. 

V. 

The facts upon which petitioner relies as a basis 
of this proceeding are as follows: 

1. For many years prior to January 2, 1943, 
petitioner and her husband, Morris Harris, were 
and had been associated together as equal co-part- 
ners under the firm name of Union Manufacturing 
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Company. The validity of [22] said partnership 
for federal income tax and all other purposes has 
never been questioned by respondent or any other 
person. 

2. On or about January 2, 1943, petitioner con- 
veyed to Albert P. Harris, son of petitioner and 
her husband Morris Harris, by way of gift, an 
undivided 1/16th interest in and to the properties 
and assets of said partnership, Union Manufactur- 
ing Company. Pursuant to said gift, petitioner 
filed with the Collector of Internal Revenue at 
Los Angeles, California, appropriate federal gift 
tax returns and paid the federal gift taxes deter- 
mined to be due on account of said gift. 

3. On or about the same date, January 2, 1943, 
petitioner’s husband, Morris Harris, conveved to 
Betty Harris, the daughter of petitioner and her 
said husband, a 1/16th interest in the properties 
and assets of said Union Manufacturing Company. 
Said Morris Harris filed with the Collector of 
Internal Revenue at Los Angeles, California, ap- 
propriate federal gift tax returns covering said 
gift, and paid the gift tax determined to be due 
on account of said gift. 

4. On or about said date, January 2, 1943, said 
parties, petitioner herein, her husband Morris Har- 
ris, said Albert P. Harris, and Betty Harris, 
agreed to associate themselves as co-partners and 
to carry on said business under the name of Union 
Manufacturing Company. [23] Said Albert P. Har- 
ris contributed to said partnership the 1/16tb un- 
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divided interest in the properties and assets of the 
former partnership, Union Manufacturing Com- 
pany, acquired by him from his mother by gift as 
heretofore recited. Said Betty Harris contributed 
to said partnership the 1/16th undivided interest 
in the properties and assets of the former partner- 
ship, Union Manufacturing Company, acquired by 
her from her father by gift as heretofore recited. 
Petitioner herein and her husband, Morris Harris, 
each contributed their 7/16ths interest in the prop- 
erties and assets of said Union Manufacturing 
Company remaining to them after the gifts as 
aforesaid. 

Said co-partners agreed to share profits and 
losses on the following basis: 


Anna Harris 7/16ths 
Morris Harris 7/l16ths 
Albert P. Harris 1/16th 
Betty Harris 1/16th 


In connection with said partnership there were no 
restrictions of any kind or nature upon the activi- 
ties, nights of withdrawal, etc., of any of the part- 
ners. 

3. Throughout the calendar years 1943 and 1944 
said partnership, composed of the four persons 
above referred to, conducted its business and af- 
fairs on a partnership basis and filed appropriate 
federal income tax returns on said basis. Despite 
this fact respondent [24] erroneously and without 
warrant in fact or law has ignored said partner- 
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ship and has charged all the income of said part- 
nership for said calendar years 1943 and 1944 one- 
half to petitioner herein and one-half to her hus- 
band, Morris Harris. 

6. During the calendar year 1943 petitioner 
herein paid to the State of California, as personal 
income taxes upon her income for the calendar year 
1942 the sum of $25,256.18. In determining her 
victory tax liability for said calendar year 1943 
petitioner deducted the amount of said payment. 
Respondent: erroneously and without warrant in 
fact or law was refused to allow said deduction 
in determining petitioner’s net income for the cal- 
endar year 1943 subject to victory tax. 

Wherefore, petitioner prays that this Court may 
hear this proceeding and determine: 

1. That the respondent erred in the particulars 
set forth in paragraph IV of this petition. 

2. That there is no deficiency in income or vic- 
tory taxes for the calendar year 1943 and no defic- 
lency in income tax for the calendar year 1944. 


February 6, 1948. 
Respectfully submitted, 


/s/ D. WEBSTER EGAN, 
/s/ DANA LATHAM, 
Counsel for Petitioner. 


[Verified.] [25] 


[Clerk’s Note: Exhibit ‘‘A’’, Notice of De- 
ficiency, is attached to original Petition and is 
not reproduced here. ]} 
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[Title of Tax Court and Cause No, 12984. | 
ANSWER TO AMENDED PETITION 


Comes now the Commissioner of Internal Reve- 
nue, respondent above named, by his attorney, 
Charles Oliphant, Chief Counsel, Bureau of Inter- 
nal Revenue, and for answer to the amended peti- 
tion filed by the above-named petitioner admits and 
denies as follows: 

I, If and IIT. Admits the allegations contained 
in paragraphs J, II and III of the amended peti- 
tion. 

IV (1) to (7), inclusive. Denies that the Com- 
missioner erred in the determination of the defic- 
lencies as alleged in paragraph IV of the amended 
petition and subparagraphs (1) to (7), inclusive, 
thereunder. 

V (1). Admits the allegations contained in sub- 
paragraph (1) of paragraph V of the amended 
petition. 

V (2). Admits that petitioner filed with the Col- 
lector of Internal Revenue at Los Angeles, Cali- 
fornia, federal gift tax returns, but denies the re- 
maining allegations contained in subparagraph (2) 
of paragraph V of the amended petition. [36] 

V (8). Admits that Morris Harris filed with 
the Collector of Internal Revenue at Los Angeles, 
California, federal gift tax returns, but denies the 
remaining allegations contained in subparagraph 
(3) of paragraph V of the amended petition. 

V_ (4) and (5). Denies the allegations contained 
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in subparagraphs (4) and (5) of paragraph V of 
the amended petition. 

V (6). Admits that during the calendar year 
1943 petitioner herein paid to the State of Cali- 
fornia, as personal income taxes upon her income 
for the calendar year 1942 the sum of $25,256.18; 
that in determining her victory tax liability for 
said calendar year 1943 petitioner deducted the 
amount of said payment; that respondent has re- 
fused to allow said deduction in determining peti- 
tioner’s net income for the calendar year 1943 sub- 
ject to victory tax, but denies the remaining alle- 
gations contained in subparagraph (6) of para- 
graph V of the amended petition. 

VI. Denies generally and specifically each and 
every allegation in the amended petition not here- 
inbefore admitted, qualified or denied. 

Wherefore, it is prayed that the Commissioner’s 
determination be approved and the petitioner’s ap- 
peal denied. 

/s/ CHARLES OLIPHANT, 
Chief Counsel, 
Bureau of Internal Revenue. 

Of Counsel: 

B. H. NEBLETT, 
Division Counsel; 
EK. C. CROUTER, 
T. M. MATHER, 
Special Attorneys, 
TMM :b 2/25/48 Bureau of Internal Revenue. 


[| Endorsed]: T.C.U.S. Filed Mar. 2, 1948. [387] 
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Tax Court of the United States 
Docket No. 12985 
MORRIS HARRIS, 


Petitioner, 
vs. 
COMMISSIONER OF INTERNAL REVENUE, 
Respondent. 
PETITION 


The above-named petitioner hereby appeals from 
the determination of the Commissioner of Internal 
Revenue, set forth in his deficiency letter (LA-IT- 
90-D-LHP), dated December 5th, 1946, and as the 
basis of his appeal sets forth the following: 

I. 

That petitioner is a resident of the City of Los 
Angeles, County of Los Angeles, State of Califor- 
nia. 

ie 

That the deficiency letter (a copy of which is 
attached), was mailed petitioner on December 5th, 
1946, and states a deficiency of $24,728.97. 

III. 

That the taxes in controversy are Federal In- 
come and Victory Taxes for the years 1943 and 
1944. 

IV. 

That the determination of the taxes contained 
in said deficiency letter is based upon the following 
errors: 
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(a) That respondent proposes to add to tax- 
paver’s net income for the year 1943, the sum of 
£23,807.04, said amount being the income of Betty 
Harris, daughter of taxpayer and received by the 
said named Betty Harris, from her undivided one- 
sixteenth interest of her distributive [88] share of 
the net income of the Union Manufacturing Com- 
pany, a partnership. 


(b) Respondent maintains that the said named 
Betty Harris, is not a partner as such of the Union 
Manufacturing Company. 


(c) Respondent maintains that the net income 
derived from said named partnership is the com- 
munity income of taxpayer and Anna Harris, his 
wife. 


(d) Respondent proposes to disallow the sum of 
$26,747.65, California income tax as a deduction 
in computing Victory Tax net income for the year 
1943. 


(e) Respondent proposes to add to taxpayer’s 
net income for the year 1944, the sum of $14,590.86, 
said amount being the income of Betty Harris, - 
daughter of taxpayer, and received by the said 
named Betty Harris, from her undivided one-six- 
teenth interest of her distributive share of the net 
income of the Union Manufacturing Company, a 
partnership. 


({) Respondent maintains that the said named 
Betty Harris, is not a partner as such of the 
Union Manufacturing Company. 
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(¢) Respondent maintaims that the meome de- 
rived from said named partnership is the commun- 
ity income of taxpayer and Anna Harris, his wife. 


VA 


The facts upon which petitioner relies as the basis 
of his appeal are as follows: 

That on January 2nd, 1943, and for many years 
prior thereto taxpayer and Anna Harris, his wife, 
were associated as co-partners doing business under 
the firm name of the Union Manufacturing Com- 
pany. 

That on or about January 2nd, 19438, taxpayer as 
the owner of an undivided one-half interest in and 
to the property and assets of the Union Manufac- 
turing Company, a partnership, conveyed, trans- 
ferred and delivered [39] to Betty Harris, his 
daughter, by way of gift, an undivided one-six- 
teenth interest in and to the property and assets 
of the Union Manufacturing Company. That tax- 
payer paid to the Collector of Internal Revenue 
at Los Angeles, California, the gift tax due cover- 
ing said mentioned gift. 


That for the calendar year 1943, the said named 
Betty Harris, received as her distributive share 
of the net income of the Union Manufacturing 
Company, the sum of $23,807.04, and the said 
named Betty Harris, paid to the Collector of In- 
ternal Revenue at Los Angeles, California, Fed- 
eral Income and Victory Taxes due thereon. 
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That for the year 1943, taxpayer charged as a 
deduction the sum of $26,747.65, income tax paid 
to the State of California, for the purpose of ar- 
riving at Victory Tax Net Income. 


That for the calendar year 1944, the said named 
Betty Harris, received as her distributive share 
of the net income of the Union Manufacturing 
Company, the sum of $14,590.86, and the said 
named Betty Harris, paid to the Collector of In- 
ternal Revenue at Los Angeles, California, the 
Federal Income Tax due thereon. 


Wherefore, petitioner prays that respondent take 
nothing by reason of his determination except the 
tax due covering the disallowance of certain build- 
ing repairs. 


MORRIS HARRIS, 
Petitioner. 


D. WEBSTER EGAN, 
Attorney for Petitioner. 


State of California, 


County of Los Angeles—ss. 


Morris Harris, being first duly sworn, on oath, 
deposes and says; that he is the petitioner in the 
above-entitled appeal; [40] that he has read the 
foregoing petition and knows the contents thereof; 
that the same is true of his own knowledge, except 
as to the matters which are therein stated on in- 
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formation and belief and as those matters that 
he believes it to be true. 


MORRIS HARRIS, 
Petitioner. 


Subscribed and sworn to before me this 8th day 
of January, 1947. 


FRANK LOBER, 
Notary Public in and for the County of Los An- 
geles, State of California. [41] 


Treasury Department 
Internal Revenue Service 


417 South Hill Street 
Los Angeles 13, California 


Office of Internal Revenue Agent in Charge Los 
Angeles Division 


LA :I'T :90D :LHP 
Dee. 5, 1946 
Mr. Morris Harris 
10398 Sunset Boulevard 
Los Angeles 24, California 


Dear Mr. Harris: 


You are advised that the determination of your 
income and victory tax lability for the taxable 
years ended December 31, 1943 and 1944 discloses 
a deficiency of $24,728.97, as shown in the statement 
attached. 

In accordance with the provisions of existing in- 
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ternal revenue laws, notice is hereby given of the 
deficiency or deficiencies mentioned. 

Within 90 days (not counting Saturday, Sunday 
or a legal holiday in the District of Columbia as 
the 90th day) from the date of the mailing of this 
letter, you may file a petition with The Tax Court 
of the United States, at its principal address, 
Washington, D. C., for a redetermination of the 
deficiency or deficiencies. 

Should you not desire to file a petition, you are 
requested to execute the enclosed form and forward 
it to the Internal Revenue Agent in Charge, Los 
Angeles, California, for th attention of LA:Conf. 
The signing and filing of this form will expedite 
the closing of your return(s) by permitting an 
early assessment of the deficiency or deficiencies, 
and will prevent the accumulation of interest, since 
the interest period terminates 30 days after filing 
the form, or on the date assessment is made, which- 
ever is earlier. 


Very truly yours, 


JOSEPH D. NUNAN, JR., 
Commissioner, 


By /s/ GEORGE D. MARTIN, 
Internal Revenue Agent in Charge. 


LHP :vme 


Enclosures: Statement, Form of Waiver. [42] 


Commissioner of Internal Revenue 30 


STATEMENT 
LA :IT :90D :LHP 


Mr. Morris Harris, 
10398 Sunset Boulevard, 
Los Angeles 24, California. 


Tax Liability for the Taxable Years Ended 
December 31, 1943 and 1944 


Year Deficiency 
Be eNMICOMMeAING VICLOLY taX.......-..--.2.2.-c0c--cecceeceescnee-es $ 6,035.87 
er NV CME aon n ea nee nccncentasaneeessncosceccgczessccensstes 18,693.10 

SOE IN ooo as ac scan senecccteucsecatszhzeuaesespocuneweeems $24,728.97 


In making this determination of your income and 
victory tax hability careful consideration has been 
given to the report of examination dated August 
20, 1945, to your protest dated November 5, 1945, 
to the statements made at the conferences held, and 
to your claim for refund filed on April 13, 1945, for 
the year 1944. 

A copy of this letter and statement has been 
mailed to your representative, Mr. D. Webster 
Egan, 403 West Eighth Street, Los Angeles 14, 
California, in accordance with the authorization 
contained in the power of attorney executed by you. 

The issue raised in your claim for refund for the 
taxable year ended December 31, 1944, relative to 
that portion of your distributable income reported 
from the partnership ‘‘Union Ranch’’, which rep- 
resents gain from the sale or exchange of capital 
assets held for more than six months, is conceded 
and appropriate adjustments therefor is made 


herein. 
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The family partnership of Union Manufacturing 
Company is held to be ineffective for income tax 
purposes and the income reported in the returns 
of the said partnership for the years 1943 and 1944 
as adjusted herein is held to be the community 
property of you and your wife. [43] 


The dependency credit claimed in your returns 
for the years 1942, 1943 and 1944 for your brother- 
in-law, Henry S. Cohn, is transferred to the return 
of your wife inasmuch as it has been determined 
that she furnished his chief support during the 
years under review. 


Adjustment to Net Income 


Taxable Year Ended December 31, 1942 


Net income as disclosed by returm..................0------+-0-++ $228,931.78 
Unallowable deductions: 

Cal) Gra Sole alike ea oc ee eee 45.75 
Net Imcomie ad iuist et a. .c<cc ke tee $228,977.53 


Explanation of Adjustment 


(a) The deduction of $45.75 for gasoline taxes 
paid to the State of California is disallowed as not 
representing taxes deductible under section 23(c) 
of the Internal Revenue Code. 
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Computation of Tax 


Taxable Year Ended December 31, 1942 


1 JEDI 22009 015) e76 | rr $228,977.53 
Less: Personal exemption...........000.00000000.0... $1,200.00 

Credit for dependents........0..0.0.0000.0000.0.... 700.00 1,900.00 
Balance (surtax net income) ...........0.0.00.cccccccecceeeeeceeees $227,077.53 
Less: Earned income credit (10% of $14,000.00)........ 1,400.00 
Net income subject to normal tax....................................$225,677.53 
Normal tax at 6% on $225,677.53............ $ 13,540.65 
MembaxX OF 227.077 .00.............cccecccecesscesne 161,343.57 
Meet SIMCOMMGNTAX.................---.-cse-ceosecoser-onceeencvecececeseceve $174,884.22 


Adjustments to Net Income 


Taxable Year Ended December 31, 1943 


Income Tax Victory Tax 
Net Income Net Income 
Net income as disclosed by return.......... $148,201.50 $156,171.72 
Additional income: 
(a) Net gain from sale of capital 


ESOS cnccen ea 88.14 
(b) Partnership income increased...... 23,630.76 23,630.76 
(0) W808 ee 0.00 26,747.65 
(ori $171,920.40 $206,550.13 
Additional deduction: 
(d) Contributions increased .............. 798.60 0.00 
Net income adjusted.......................--:2+ $171,121.80 $206,550.13 


Explanation of Adjustments 


(a) There is added to income the amount of $88.14 
representing your community share of a net gain 
from the sale of capital assets realized by the part- 
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nership Union Manufacturing Company, computed 
as follows: 


Your 
Total Taxable community 
Income Income — share—50% 


Ordinary net income, 

as adjusted in (b).......... $380,560.02 $380,560.02 $190,280.01 
Long-term capital gain 

(50% taxable) ............. 352.56 176.28 88.14 


i Ge $380,912.58 $380,736.30 $190,368.15 


As previously explained, it is held that the income 
of this partnership is taxable to you and your wife 
as community income. 

(b) Your share of the ordinary net income of the 
partnership, Union Manufacturing Company, held 
to represent community income as previously stated, 
is increased by the amount of $23,630.76, computed 
as follows: [45] 


Ordinary net income as shown in partnership return..$380,912.58 
Less: Amount determined to be net gain from the 


wale Of Capital assets: .......... Meee eee 352.56 
Ordinary net meomevadjusteda 2... $380,560.02 
Your community share................c-cccceccecceevees-cessesseseeeeee HL OO ZOOM 
Amount reported m your retrrni... 22. eec ee 166,649.25 
Nien ease. sche xa nice ree ee, $ 23,630.76 


(c) The deduction of $26,747.65 claimed for Cali- 
fornia income tax is disallowed as not representing 
a proper deduction in computing victory tax net in- 
come under section 451(a) of the Internal Revenue 
Code. 

(d) You are allowed an additional deduction of 
$798.60 for contributions, representing your com- 
munity share of contributions made by the partner- 
ship, Union Manufacturing Company, which were 
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claimed, and disallowed, on the returns of your son 
and daughter. Since the income of such partnership 
is held to be the community income of you and your 
wife, as previously explained, the amount of contri- 
butions made by the partnership represents a com- 
munity deduction, allowable to you and your wife. 


Computation of Alternative Tax 


Taxable Year Ended December 31, 1943 


RoE ANC CIM CMAGNISLCC  -<.-.<__..-cacenccavcseceeeesec-sessnessenosesuconences $171,121.80 
Minus: Excess of net long-term capital gain over net- 
Silemievetmimmcapoita! LOSS ...............---cccesecscoseseseosceessacesaeess 88.14 
Bia y Met WCOME. ...._....-...1------ssse-ec-cseenenecencencearenenasoseaspl 01,033.06 
Less: Personal exemption ...........0...0.0..000.--- $1,200.00 
Credit for dependents -...........00.... 700.00 1,900.00 
ipalance (SUrtax Net INCOME) ...........2.0....20002...cccceeeessneseces $169,133.66 
Less: Earned income credit......................--.------- ae 1,400.00 
Net income subject to normal taX.......2.2....2...--:c-eeseeeeeee $167,733.66 
Normal tax at 6% on $167,733.66............ $ 10,064.02 
Surtax on $169,133.66 ....................--....---- 114,138.26 
hye) Ge nn REN... $124,202.28 
MESS GLGG) G)i 63s1s)) C5 ae epee eee 44.07 


Alternative tax ..............-..... Avie 124,246.35 
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Computation of Income and Victory Tax—Current 
Tax Payment Act of 1943 


Taxable Year Ended December 31, 1943 


Income tax net income adjusted... ....ecccecccecccececeeeeeeeeee $171,121.80 
Less: Personal exemption........0..0.-22...200000--- $1,200.00 

Credit for dependents. .....0.........ccecccceeceee 700.00 1,900.00 
mUPEAx Web We Ome. .ce  e, $169,221.80 
Less: Earned income credit.........0.0..2..2cccccccecceceeeeceoseseeeeee 1,400.00 
Income subject to normal tax...........eecececceeececeeeeeeeeeee $167,821.80 
Normal tax at 6% on $167,821.80............ $ 10,069.31 
pumiax on $169,221 80... ee, 114,209.66 
MotalemacOme tax ss ..s Gece See ee $124,278.97 
POG T TEE CM IN sctoc0 262062252. doo ess aeiess GR $124,246.35 
ING tI meta N | cots ec is he $124,246.35 
Victory tax net income adjusted.............. $206,550.13 
Less: Specific exemption ..............000.00..00-- 624.00 
Income subject to victory taX..........0..0.... $205,926.13 
Victory tax before credit (5% of 

$205 O26, 15 eee ee ee ee ee OZ Ibs e 
Less: Victory Tax credit.........2..2:.222.2 700.00 
Net VICEOY. Lax memes adc ceeclce ee $ 9,596.31 
le Netaincome tax and victory tax. 2...2..2.-2-.2. $133,842.66 
2emincome tax for 1942.2 .cicciccxicc eee $174,884.22 
3. Amount of item 1 or 2, whichever is Jarger............ $174,884.22 
4. Forgiveness feature: 


(a) Amount of item 1 or 2, whichever 
ie Sti aQlleY :2 eee a ee $133,842.66 


(b) Amount forgiven (34 of (a)).... 100,382.00 


(Omamount unforgiven ...2 222.2. ieee 33,460.66 
5, Correct income and victory tax liability 
Gitemmamolus itenm4(¢)) ...2c.--cccsscesceececcestceees ee $208,344.88 
6. Income and victory tax liability shown on return, 
accommo. QO9SGD.........:.:...-----<cesee cameras n--re 202,309.01 


7. Deficiency of income and victory tax...............-.0.++ $ 6,035.87 
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Adjustments to Net Income 
Taxable Year Ended December 31, 1944 


Net income as disclosed by return..........00.-00..0cccccccccececeeee $107,498.21 
Additional income: 
(a) Net gain from sale of capital 
CURIS .oee—e $ 418.48 
(b) Partnership income increased..... 20,077.17 20,495.65 


TOE cecnctesee tec ee re $127,993.86 


Additional deduction : 
(UG) (COTES NO Cyr ne 469.71 
mret income adjusted.....................-..-s.s0.cascssceesessescsecsseeees $127,524.15 


Explanation of Adjustments 


(a) In your return you reported the amount of 
$1,125.98 as representing your distributive share of 
the ordinary net income of the partnership Union 
Ranch. In a claim for refund filed by you on April 
13, 1945, it is stated that $418.49 of this amount ac- 
tually represents your distributive share of a net 
gain from the sale of capital assets realized by the 
partnership. The amount of $418.48, computed as 
follows, is accordingly added to income, and is elim- 
inated from partnership ordinary net income in ad- 
justment (b): [48] 


Your 
Total Taxable distributive 
Income Ineome share—50% 
Ordinary net income of 
PartNePsnip ........--.-.-..----+-- $1,415.00 $1,415.00 $ 707.50 
Long-term capital gain 
(50% taxable) .................. 1,673.93 836.97 418.48 


C02 eee $3,088.93 $2,251.97 $1,125.98 
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(b) Your community share of the ordinary net in- 
come of the partnerships named below is increased 
by the amount of $20,077.17, computed as follows: 


Increase 
Reported Corrected (Decrease) 
1, Union Manufaetur- 


ing Co. «......--.--....--..$102,136.03 $122,631.68 $ 20,495.65 
2. Union Ranch ............ 1,125.98 707.50 (418.48) 
Totals...........--.........$103,262.01 $123,339.18 $ 20,077.17 


1. As previously stated, it has been determined 
that the net income of this partnership, adjusted as 
follows, represents community income: 


Ordinary net income, as shown in partnership return..$233,453.77 
Add: Repairs disallowed as representing 


capital expenditures .......00....00..0....00---- $ 12,048.25 
Less: Depreciation allowable.................. 238.66 
Netcdisallowance = .:-...... .eeeaaee. se en 11,809.59 
Ordinary net income adjusted...............:.ccceeceececeeeeeeee $245,263.36 
Your community shaves. .30.:-.....7 eee oe $122,631.68 
Amount reported in your return........0.........-.........-------6102,136.03 
WRC TEASE 2 us -:r.gpb reer co: See ee $ 20,495.65 

2. See adjustment (a). [49] 


(c) You are allowed an additional deduction of 
$469.71 for contributions, representing your com- 
munity share of contributions made by the partner- 
ship, Union Manufacturing Company, which were 
claimed on the returns of your son and daughter and 
which have been disallowed to them for the reason 
previously given. 
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Computation of Alternative Tax 
Taxable Year Ended December 31, 1944 


“Sy VIGO E 2.0 CIS ME AS ce $127,524.15 
Less: Excess of net long-term capital gain over net 
short-term capital loss 22.22.0022... cece cececeeeeeceeeeeeeees 418.48 
oO SUSDGRE T2GI 110 COTE pe eee $127,105.67 
Bieri eb ta reOMeMN LIONS. .<._..-.......-.--n---2----asecaceescseeeccecoons 1,500.00 
Balance (surtax net imcome) -...0...0......200. 22 ceeeeoececeeeeceecees $125,605.67 
OUNTEBR  ececoacs cuenecee eee: ere $ 90,109.05 
Maedinasy Wet WCOME............2--.--.<--c-sc000- $127,105.67 
Less: Normal-tax exemption .................. 500.00 
Balance subject to normal tax.................. $126,605.67 
mene ks Oe 0 ee ne o,f 0a ee 
OPIN) (WEG (Giles. ccoscaecee ee $ 93,907.22 
2 yi BU OiE S222) ee: be Sanne 209.24 
ISTE WERE, oe $ 94,116.46 


Computation of Income Tax 
Taxable Year Ended December 31, 1944 


iNet income adjusted....................--..--.-.----- $127,524.15 
Less: Surtax exemptions.......................... 1,500.00 
Surtax net income ..................ecs:-eeee------$126,024.15 
| UDEUE SS coatheocsontoenae rer $ 90,481.49 
vet income adjusted ........-...-....-+-.-<.ss $127,524.15 
Less: Normal-tax exemption .................. 500.00 
Balance subject to normal tax..............-. $127,024.15 
~oqiog.| (at OG G9 re Peep eEEnEe 3,810.72 
Mare AE ooo e-ace-.----.-2-.~---ciosneenceaccenarsteceeseccece tapes $ 94,292.21 
(oi JP il perce Cc SS: >, Cac oe $ 94,116.46 
Merectameome tax liabslity...............ccoc..-.--<.e-cescceeeceeeess $ 94,116.46 
Income tax liability shown on returm........--.-..----2:-:--++- $ 75,423.36 
Deficiency of income tax—...........----.+--------- Pe see $ 18,693.10 


[Endorsed]: T.C.U.S. Filed Jan. 31, 1947. [51] 
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[Title of Tax Court and Cause No. 12985. ] 
ANSWER 


The Commissioner of Internal Revenue, by his 
attorney, J. P. Wenchel, Chief Counsel, Bureau of 
Internal Revenue, for answer to the petition of 
the above-named taxpayer, admits and denies as 
follows: 


I, Uf and III. 
Admits the allegations contained in paragraphs 
i, Ii and III of the petition. 


IV. 
(a) to (g), inclusive. Denies that respondent 
erred as alleged in subparagraphs (a) to (g), in- 
clusive, of paragraph IV of the petition. 


V. 
Admits the allegations contained in the first un- 
numbered subparagraph of paragraph V of the 
petition. [52] 


Denies the allegations contained in the second 
and third unnumbered subparagraphs of para- 
graph V of the petition. 


Admits the allegations contained in the fourth 
unnumbered subparagraph of paragraph V of the 
petition. 


Denies the allegations contained im the fifth un- 
numbered subparagraph of paragraph V of the 
petition. 
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VI. 
Denies each and every allegation contained in the 
petition not hereinbefore specifically admitted or 
denied. 


Wherefore, it is prayed that the determination of 
the Commissioner be approved. 


/3s/ J. P. WENCHEL, 
Chief Counsel, 
Bureau of Internal Revenue. 
Of Counsel: 
B. H. NEBLETT, 
Division Counsel. 


HE. C. CROUTER, 
A. J. HURLEY, 
Special Attorneys, 
Bureau of Internal Revenue. 
AJH/fte 3/17/47 


[Endorsed]: T.C.U.S. Filed Mar. 25, 1947. [53] 


[Title of Tax Court and Cause No. 12985.] 
AMENDED PETITION 


The above named petitioner hereby petitions for 
a redetermination of the deficiency set forth by 
the Commissioner of Internal Revenue in his no- 
tice of deficiency (LA:IT:90D:LHP) dated De- 
cember 5, 1946, and as a basis of this proceeding 
alleges as follows: 
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IL, 
Petitioner is an individual residing at 10398 Sun- 
set Boulevard, Los Angeles 24, California. 


IT. 
The notice of deficiency, a copy of which is at- 
tached hereto and marked Exhibit ‘‘A’’, was mailed 
to petitioner on December 5, 1946. 


III. 
The taxes in controversy are income and victory 
[54] taxes for the calendar year 1943 and income 
tax for the calendar year 1944 as follows: 


1943 $ 6,035.87 

1944 18,693.10 

Total $24,728.97 
in, 


The determination of tax set forth in said notice 
of deficiency is based upon the following errors: 

1. The respondent erred in increasing petition- 
er’s net taxable income for the calendar year 1943 
in the amount of $23,630.76, or any amount, al- 
leged to represent the increase in petitioner’s dis- 
tributive share of the income of the partnership 
Union Manufacturing Company, of which petition- 
er was a partner during the calendar year 1943. 

2. Respondent erred in disallowing as a deduc- 
tion in computing petitioner’s net income subject 
to victory tax for the calendar year 1943 $26,- 
747.65, representing California personal income 
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taxes paid by petitioner to the State of California 
during said year 1943. 

3. Respondent erred in determining that a true 
partnership for all purposes, including the deter- 
mination of federal income tax liability did not 
exist during the calendar year 1943 between peti- 
tioner, Anna Harris, Albert P. Harris and Betty 
Harris. [55] 

4. Respondent erred in determining that there 
was any deficiency in income and/or victory tax 
for the calendar year 1943. 

5. The respondent erred in increasing petition- 
er’s net taxable income for the calendar year 1944 
in the amount of $14,590.86, or any amount in ex- 
cess of $5,904.80, alleged to represent the increase 
in petitioner’s distributive share of the income of 
the partnership Union Manufacturing Company, of 
which petitioner was a partner during the calendar 
year 1944. 

6. Respondent erred in determining that a true 
partnership for all purposes, including the deter- 
mination of federal income tax liability did not 
exist during the calendar year 1944 between peti- 
tioner, Anna Harris, Albert P. Harris and Betty 
Harris. 

7. Respondent erred in determining that there 
was any deficiency in income tax for the calendar 
year 1944. 

vs 

The facts upon which petitioner relies as a basis 

of this proceeding are as follows: 
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1. For many years prior to January 2, 1943, 
petitioner and his wife, Anna Harris, were and 
had been associated together as equal co-partners 
under the firm name of Union Manufacturing 
Company. The validity of said partnership for 
federal income tax and all other [56] purposes has 
never been questioned by respondent or any other 
person. 

2. On or about January 2, 1943, petitioner con- 
veyed to Betty Harris, daughter of petitioner and 
his wife Anna Harris, by way of gift, an undivided 
1/16th interest in and to the properties and as- 
sets of said partnership, Union Manufacturing 
Company. Pursuant to said gift, petitioner filed 
with the Collector of Internal Revenue at Los An- 
geles, California, appropriate federal gift tax re- 
turns and paid the federal gift tax determined to 
be due on account of said gift. 

3. On or about the same date, January 2, 1943, 
petitioner’s wife, Anna Harris, conveyed to Albert 
P. Harris, the son of petitioner and his said wife, 
a 1/16th interest in the properties and assets of 
said Union Manufacturing Company. Said Anna 
Harris filed with the Collector of Internal Revenue 
at Los Angeles, California, appropriate federal gift 
tax returns covering said gift, and paid the gift 
tax determined to be due on account of said gift. 

4, On or about said date, January 2, 1943, said 
parties, petitioner herein, his wife Anna Harris, 
said Albert P. Harris and Betty Harris, agreed to 
associate themselves as co-partners and to carry 
on said business under the name of Union Manu- 
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facturing Company. Said [57] Albert P. Harris 
contributed to said partnership the 1/16th wndi- 
vided interest in the properties and assets of the 
former partnership, Union Manufacturing Com- 
pany, acquired by him from his mother by gift 
as heretofore recited. Said Betty Harris contri- 
buted to said partnership the 1/16th undivided in- 
terest in the properties and assets of the former 
partnership, Union Manufacturing Company, ac- 
quired by her from her father by gift as hereto- 
fore recited. Petitioner herein and his wife, Anna 
Harris, each contributed their 7/16ths interest in 
the properties and assets of said Union Manufac- 
turing Company remaining to them after the gifts 
as aforesaid. 

Said co-partners agreed to share profits and loss- 
es on the following basis: 


Morris Harris 7/16ths 
Anna Harris 7/16ths 
Albert P. Harris 1/16th 
Betty Harris 1/16th 


In connection with said partnership there were no 
restrictions of any kind or nature upon the ac- 
tivities, rights of withdrawal, etc., of any of the 
partners. 

5. Throughout the calendar years 1943 and 1944 
said partnership, composed of the four persons 
above referred to, conducted its business and af- 
fairs on a partnership basis and filed appropriate 
federal income tax returns on said basis. Despite 
this fact respondent erroneously and without war- 
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rant in fact or law has [58] ignored said partner- 
ship and has charged all the income of said part- 
nership for said calendar years 1943 and 1944 one- 
half to petitioner herein and one-half to his wife, 
Anna Harris. 

6. During the calendar year 1943 petitioner 
herein paid to the State of California, as personal 
income taxes upon his income for the calendar 
year 1942 the sum of $26,747.65. In determining 
his victory tax liability for said calendar year 1943 
petitioner deducted the amount of said payment. 
Respondent erroneously and without warrant in 
fact or law has refused to allow said deduction in 
determining petitioner’s net income for the calen- 
dar year 1943 subject to victory tax. 

Wherefore, petitioner prays that this Court may 
hear this proceeding and determine: 

1. hat the respondent erred in the particulars 
set forth in paragraph IV of this petition. 

2. That there is no deficiency in income or vic- 
tory taxes for the calendar year 1943 and no defic- 
lency in income tax for the calendar year 1944. 

Hebruary 6, 1948. 

Respectfully submitted, 
/s/ D. WEBSTER EGAN, 
/s/ DANA LATHAM, 
Counsel for Petitioner. 
( Verified.) [59] 


[Clerk’s Note: Exhibit ‘‘A’’, Notice of De- 
ficiency, is attached to original Petition and is 
not reproduced here. | 
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[Title of Tax Court and Cause No. 12985. | 
ANSWER TO AMENDED PETITION 


Comes now the Commissioner of Internal Reve- 
nue, respondent above named, by his attorney, 
Charles Oliphant, Chief Counsel, Bureau of Inter- 
nal Revenue, and for answer to the amended. peti- 
tion filed by the above-named petitioner admits and 
denies as follows: 

I, II and IT1. Admits the allegations contained 
in paragraphs I, IT and III cf the amended peti- 
tion. 

IV (1) to (7), inclusive. Denies that the Com- 
missioner erred in the determination of the defic- 
lencies as alleged in paragraph IV of the amended 
petition and subparagraphs (1) to (7), inclusive, 
thereunder. 

V (1). Admits the allegations contained in sub- 
paragraph (1) of paragraph V of the amended 
petition. 

V (2). Admits that petitioner filed with the Col- 
lector of Internal Revenue at Los Angeles, Cali- 
fornia, federal gift tax returns, but denies the 
remaining allegations contained in subparagraph 
(2) of paragraph V of the amended petition. [70] 

V (8). Admits that Anna Harris filed with the 
Collector of Internal Revenue at Los Angeles, Cali- 
fornia, federal gift tax returns, but denies the re- 
maining allegations contained in subparagraph (3) 
of paragraph V of the amended petition. 

V (4) and (5). Denies the allegations contained 
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in subparagraphs (4) and (5) of paragraph V of 
the amended petition. 

V (6). Admits that during the calendar year 
1943 petitioner herein paid to the State of Cali- 
fornia, as personal income taxes upon his income 
for the calendar year 1942 the sum of $26,747.65; 
that in determining his victory tax lahility for said 
calendar year 1943 petitioner deducted the amount 
of said payment; that respondent has refused to 
allow said deduction in determining petitioner’s 
net income for the calendar year 1943 subject to 
victory tax, but denies the remaining allegations 
contained in subparagraph (6) of paragraph V of 
the amended petition. 

VI. Denies generally and specifically each and 
every allegation in the amended petition not here- 
inbefore admitted, qualified or denied. 

Wherefore, it is prayed that the Commissioner’s 
determination be approved and the petitioner’s ap- 
peal denied. 

/3s/ CHARLES OLIPHANT, 
Chief Counsel, 
Bureau of Internal Revenue. 

Of Counsel: 

B. H. NEBLETT, 
Division Counsel. 

EK. C. CROUTER, 

T. M. MATHER, 
Special Attorneys, 
Bureau of Internal Revenue. 

TMM :b 2/25/48 
[Endorsed]: T.C.U.S. Filed Mar. 2, 1948. [71] 
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10 T. C. No. 109 
The Tax Court of the United States 


Anna Harris, Petitioner, vs. Commissioner of In- 
ternal Revenue, Respondent. 


Morris Harris, Petitioner, vs. Commissioner of In- 
ternal Revenue, Respondent. 


Docket Nos. 12984, 12985. Promulgated May 12, 
1948. 


1. Petitioners are co-partners, carrying on a 
manufacturing business under the name of Union 
Manufacturing Company. They have two children. 
Each own an undivided one-half interest in the 
business, and entitled to receive one-half of the 
profits each year. As of January 1, 1943, each peti- 
tioner purportedly gave an undivided, one-sixteenth 
mterest in the business to each child. Neither child 
contributed any capital originating with himself; 
and during 1943 neither child performed any serv- 
ices in the business. Under the facts, held, that 
petitioners did not create a new and bona fide part- 
nership in 1943, and that their two children were 
not co-partners with them in the conduct of the 
partnership business known as Union Manufactur- 
ing Company. Commissioner vs. Tower, 327 U. S. 
280, followed. 

2. Each petitioner paid personal income taxes to 
the State of California for the year 1942 under the 
California income tax law. The California income 
taxes were not paid in connection with the carry- 
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ing on of a trade or business, or otherwise within 
the meaning of section 451(a)(3) of the TR.C. 
Held, that under the provisions of section 451(a) 
(3) the amount which is paid for state income taxes 
is not deductible in computing victory tax net in- 
come. [72] 

D. Webster Egan, Esq., and Dana Latham, Esq., 
for the petitioners. 

T. M. Mather, Esq., for the respondent. 

Respondent has determined deficiencies in income 
tax as follows: 


1943 1944 
Anna Harris, Docket No, 12984_........2.22 $5,682.73 $18,136.67 
Morris Harris, Docket No. #2985...........2.2: 6,035.87 18,693.10 


‘There are two questions presented, whether two 
children are members of a partnership, and wheth- 
er income taxes of the State of California are de- 
ductible in computing the victory tax net income 
for the year 1948. 

Petitioners filed separate income tax returns with 
the collector for the sixth district of California. 


FINDINGS OF FACT 


Morris Harris and Anna Harris are husband and 
wife. They reside in Los Angeles, California. Al- 
bert J. Harris and Betty Harris are children of 
petitioners. They were nineteen years old and six- 
teen years old, respectively, in 1943. 

Petitioners are associated together as equal co- 
partners under the firm name of Union Manufac- 
turing Company. They had been associated in part- 
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nership for many years prior to 1943. Each owns 
a one-half interest in the partnership and profits, 
under a written agreement dated April 1, 1937, 
which covers a term of 10 years. 

Union Manufacturing Company has its main 
plant in Los Angeles. It carries on the business of 
the manufacture and sale of men’s work and sport 
clothes. 

In 1909, Morris Harris began this enterprise. 
The capital employed has been built up by retain- 
ing profits from year to year. Morris Harris is 
the manager. In [73] 1941 the volume of sales was 
around $2,000,000. In 1942, about 400 people were 
employed in the Los Angeles plant. Union Manu- 
facturing Company had a second place of business 
in 1942 in El Paso, Texas, where around 100 peo- 
ple were employed; and the employment in E] Paso 
increased to about 300 later. Morris Harris owns 
the land and building where the Los Angeles plant 
is located, and it does not appear as an asset in 
the balance sheet of the firm. In 1942, the Los An- 
geles plant and real estate had a value of around 
$300,000, without equipment. The equipment which 
is used in the plant consists of all kinds of mach- 
inery and sewing machines. In the manufacturing 
departments there are several floor ladies under one 
superintendent. The goods manufactured are sold 
all over the United States. In 1942, the market 
was limited to the Rocky Mountain and Pacific 
Coast regions and ten or twelve salesmen were 
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employed on a commission basis. In 1942, and 
thereafter, goods were sold in chain stores. Morris 
receives a salary of about $200 a week which con- 
stitutes a drawing account against his share of the 
profits. 


As of December 31, 1942, the Union Manufactur- 
ing Company had assets of $945,975.23, of which 
inventory amounted to $538,992. Liabilities 
amounted to only $9,065.40, leaving net assets of 
$936,909.83. 


As of December 31, 1942, after the addition of 
one-half of 1942 profits, the balance of the capital 
account of Morris Harris was $471,351.04: and 
the balance of the capital account of Anna Harris 
was $465,558.79. 

The balance sheet of the partnership as of De- 
cember 31, 1942, was as follows: [74] 


ASSETS 
Petty eas igre eae essere cece $ 30.49 
Union Bank & Trust Co.— 

Check in@ Ct bee .cc: 2 ete crn ie 166,571.62 
Union Bank & Trust Co.—Payroll Acct. 100.00 
State National Bank—E] Paso, Tex....... 7,797.08 
Accounts Receivable—Good ...........--..--..- 187,880.36 
Accounts Receivable—Doubtful.............. 1,788.20 
Loansuio Mimployecs 23... =....:. 2 106.73 
Heawentory 12/2179 ee 538,992.70 
NULEYC 100 CSS a rn ede 40,211.68 
Mivgontmre & Mixtires.....42.....45.5... 694.09 
iN 201010) ree ne, Sear pere ee nae ee 859.80 
Statianeny & Printing.........22.....2-02.-... 400.00 


Parcemaiamipsur ance .....::-62..20--- ee 537.48 $945,975.23 
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LIABILITIES 
Employees—Salaries, commissions ete..$ 449,94 
Social Security—Employees ................ 2,240.74 
Social Security—Firm 200.2... 6,374.72 $ 9,065.40 


CAPITAL 
US WET SU $359,705.94 
Less drawing acct......... $28,050.00 
Less income tax 1941.... 86,238.30 
Less income tax 1940 


th)... 92.08 114,380.38 
945,325.56 

Plus 4 1942 profits...... 226,025.48 471,351.04 
LAS ec eccccee ccccnseeecnennsa--e.-..$334,699.14 


Less drawing acct.........$14,949.35 
Less income tax 1941.... 80,216.48 95,165.83 


939,533.31 
Plus 4 1942 profits...... 926,025.48 465,558.79 


$945,975.23 


The son of petitioners, Albert, finished high 
school in June 1941; he entered the University of 
Virginia in the fall of 1941. He continued in the 
University of Virginia for the academic year 1941- 
1942, returning to Los Angeles in June of 1942. 
During the summer of 1942 he attended evening 
classes at the University of Southern California, 
where he took special courses in textiles. In Sep- 
tember 1942, he entered the textiles school of the 
University of North Carolina at Raleigh, North 
Carolina. He returned home for the Christmas holi- 
days of 1942. He enlisted in the Army in [75] 
December 1942. Thereafter, he returned to Raleigh, 
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North Carolina, where he remained at the Univer- 
sity of North Carolina until April 1943, when he 
was called for active duty in the armed forces. 
He was in the service from April 1943 until Janu- 
ary 1946. Upon his discharge from the service he 
returned to Los Angeles and went to work in the 
business of Union Manufacturing Company. 

Betty, petitioners’ daughter, attended school dur- 
ing the years 1943 and 1944 at either University 
High School, Flintridge School or Mills College 
in California. 

In 1942, in the summer months and at Christ- 
mas, petitioners discussed the matter of making 
a gift of an interest in the partnership to their son, 
and they considered it fair to do the same for their 
daughter. The arrangement discussed was not car- 
ried to any formal agreement; there was no writ- 
ten agreement, and there were no instruments of 
vifts or assignments or transfers drawn up or 
executed. In the discussions, Anna Harris was to 
make gift of part of her partnership interest to 
her son, Albert, and Morris Harris was to make 
eiftt of part of his interest to his daughter, Betty. 
The gifts were to be made on or about January 2, 
1948. 

On September 16, 1943, book entries were made 
in the capital accounts of Anna and Morris Harris, 
and ledger sheets were made opening capital ac- 
counts in the names of Albert and Betty. However, 
instead of making book entries to show a transfer 
of an interest from Anna to her son Albert, and 
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from Morris to his daughter Betty, the entries 
which were made transferred an amount out of 
Anna’s capital account to Betty, and an amount 
out of Morris’ capital account to Albert. These 
bookkeeping entries did not correspond with or 
reflect statements which were made on Form 709, 
Gift Tax [76] Return, to the effect that Anna 
Harris had made gift to Albert Harris on January 
2, 1943, of an undivided one-sixteenth interest in 
the property and assets of Union Manufacturing 
Company; and that Morris Harris had made gift 
to Betty Harris on January 2, 1948, of an un- 
divided one-sixteenth interest in the property and 
assets of Union Manufacturing Company. 

The two gift tax returns of each petitioner were 
dated September 27, 1943. 

The capital account of Morris Harris, on Sep- 
tember 16, 1943, was debited with the amount $34,- 
083.70, and a capital account in the name of Albert 
Harris, was credited with the same amount as of 
January 1, 1948, by a transfer from the capital 
account of Morris Harris. 

The capital account of Anna Harris was debited 
on September 16, 1943, in the amount of $34,083.70; 
and a capital account in the name of betty Harris 
was credited with the same amount as of January 
1, 1948, by transfer from the capital account of 
Anna Harris. 

Entries were made in the general journal on 
September 16, 1943, of the same debits and credits 
from and to capital accounts as were made in the 
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four respective ledger capital accounts with the 
notation: 


To transfer above interest in company to 
Albert and Betty Harris, son and daughter, 
one-sixteenth each, based on M. Harris’ in- 
terest, $270,049.36 and A. Harris’ interest, 
$275,289.73. 


The business of Union Manufacturing Company 
was conducted during 1943 and 1944 in the same 
way as it had been conducted in 1942 and prior. No 
services were rendered to or in the business by the 
children, Albert and Betty, during 19438 and 1944. 
Neither one of the children contributed any capital 
of their own to the existing partnership business 
in 1943 or 1944, or in 1942 or prior. [77] 

When, prior to 1948, Albert went to the place 
of business to do work of some general type which 
a school boy could do, after school hours and dur- 
ing school vacations, he was not paid any amount. 

Neither Albert nor Betty withdrew any sum 
from the Union Manufacturing Company during 
1943 and 1944. However, debits to each of their 
capital accounts were made at the end of 1942 and 
1943 for taxes on income which was attributed to 
each one under bookkeeping entries made in their 
capital accounts. At the end of 1943 and 1944, 
each capital account of Albert and Betty was cred- 
ited with one-sixteenth of the earnings for each 
year. At the end of 1943, the balance in each of 
the children’s capital accounts was $46,074.86. 
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During 1943 and 1944, the partnership, carrving 
on business under the name of Union Manufactur- 
ing Company, had two members only, Anna and 
Morris Harris. Albert and Betty Harris were not 
bona fide members of the partnership. There was 
no creation of a new and bona fide partnership of 
four members in 1943. 

Personal income taxes for the year 1942 were 
paid to the State of California by Morris Harris 
in the amount of $26,746.65, and by Anna Harris 
in the amount of $25,256.18. Petitioners, in comput- 
ing their victory tax liability for the year 1943, 
deducted the above amounts of California tax in 
their respective returns. Respondent disallowed 
each deduction in determining each petitioner’s net 
income subject to 1943 victory tax. 


OPINION 


Harron, Judge: Anna and Morris Harris are 
co-partners in the partnership which conducts busi- 
ness as Union Manufacturing Company. The part- 
nership, consisting of the petitioners, is not ques- 
tioned by the Commissioner. [78] But respondent 
has determined that their son and daughter were 
not members of a co-partnership with petitioners, 
and he has taxed to petitioners income which was 
reported as the children’s shares of the earnings 
of Union Manufacturing Company in 1943 and 
1944. The question is whether one-sixteenth of the 
earnings of the above business is taxable to Albert 
Harris, and the same proportion to Betty Harris 
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as partners in Union Manufacturing Company, as 
petitioners contend; or whether such portions of 
the earnings are taxable to petitioners as part of 
the share of each one in the earnings of the part- 
nership of which they are indisputably partners. 

Admittedly, Albert and Betty Harris did not 
have capital of their own to contribute to a busi- 
ness venture as the contribution of partners. Peti- 
tioners allege that they made gifts of undivided 
one-sixteenth interests in a going business venture 
and that, thereupon, each child re-contributed what 
he is said to have received, namely, an undivided 
interest. Respondent does not admit that any com- 
pleted gifts in praesenti were made to the children. 
It is pointed out that one issue presented bv the 
pleadings is whether the alleged gifts were made. 
Jn amended petitions, each petitioner alleges, inter 
aha, that on January 2, 1943, he and she gave an 
undivided part of his and her interest to each one 
of the children. Respondent denies this pleading 
in his amended answer. It is necessary, therefore, 
to consider the question which is put in issue, 
namely, whether bona fide gifts in praesenti were 
made. 

The petitioners contend that a partnership was 
created on January 1, 1943, in which each child 
was a co-partner, and that the partnership should 
be recognized for Federal mcome tax purposes. 
This question is put in issue by the pleadings of 
the petitioners that on January 2, 1943, the four 
members of the family agreed to associate them- 
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selves as co-partners, which [79] pleading the re- 
spondent has denied. 

Petitioners state that they are familiar with the 
rule set forth in Commissioner v. Tower, 327 U. S. 
280. They argue that the rule of that case, applied 
to the facts of this case, compel a holding that the 
alleged partnership of January 2, 1943, including 
the two children, must be recognized for Federal 
income tax purposes. Respondent argues that peti- 
tioners have misconstrued the rule of the Tower 
case. He cites the Tower case in support of his 
determination, and other cases where it has been 
applied, namely, John G. Scherf, 7 T. C. 346; aff’d., 
161 Fed. (2d) 495, certiorari denied, 68 S. Ct. 111; 
M. M. Monroe, 7 T. C. 278; Jacob De Korse, 5 T. C. 
94; aff’d., 158 Fed. (2d) 801; W. M. Mauldin, 5 
T. C. 743; aff’d., 155 Fed. (2d) 666; and O. Wil- 
liam Lowry et al., 3 'T. C. 730; aff’d., 154 Fed. (2d) 
448, certiorari denied, 329 U. S. 725. 

Petitioners are in no better position in this case 
than were the taxpayers in John G. Scherf, supra; 
Jacob De Korse, supra; and W. M. Mauldin, supra. 
Their contentions are not now, but have been 
considered, under similar facts, in many cases by 
this Court, and other courts. In other words, peti- 
tioners present a contention by which, in effect, 
they ask to have the underlying principles in this 
type of issue reviewed for them. We think it is 
unnecessary to do so, other than to point out that 
the question arises under section 22(a) of the In- 
ternal Revenue Code which broadly defines the 
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gross income which is to be taxed to an individual 
as including ‘‘gains or profits and income derived 
from any source whatever.’’ The revenue acts do 
not recognize partnerships as taxable entities sep- 
arate and apart from the individual partners, but 
provide that ‘‘Individuals carrying on business in 
partnership shall be lable for income tax only in 
their individual capacity.’’ [80] See section 181, 
Internal Revenue Code. And since the partners are 
liable for tax in their individual capacity, the broad 
scope of section 22(a) must be considered. 

Here, as in the ‘lower case, and a line of cases 
which have followed in its path, two members of a 
family have undertaken to apportion their income 
among the members of the family group. In this 
ease the arrangement purports to divide two tax 
units into four. he evidence fails to show that 
there was any intent that either one of the chil- 
dren would join with petitioners in ‘‘carrying on 
business in partnership’’ in the taxable years, (sec- 
tion 181, I.R.C.); or that there was any real change 
in the control over the income by the petitioners. 
Section 22(a) of the Internal Revenue Code is the 
corner stone of the Supreme Court’s decision in 
the ‘Tower case. Petitioners fail to understand that 
they have the burden of proving that something 
less than their respective 50 per cent shares of 
the income of an established business is taxable to 
them under sections 22(a) and 181, for they pass 
lightly over the matter of proving that bona fide 
gifts of interests were made, and of proving that 
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their two children were, in fact, carrying on a 
business with them in partnership. They miss the 
force of the phrase which appears at least twice 
in the opinion in the Tower case, which they even 
quote, to wit, that the issue turns on whether the 
junior members of the family and the senior mem- 
bers of the family ‘‘really intended to carry on 
business in partnership’’ in the taxable years, be- 
cause they do not perceive that the Supreme Court 
clearly stated what factors should be shown as a 
matter of proof of such intent. The Supreme Court 
observed that: [81] 


* * * A partnership is generally said to be 
ereated when persons join together their 
money, goods, labor, or skill for the purpose 
of carrying on a trade, * * * or business, and 
when there is a community of interest in the 
profits and losses. * * * A husband and wife 
[parent and child] may, under certain circum- 
stances, become partners for tax, as for other, 
purposes. If she [the wife or child] either in- 
vests capital originating with her or substan- 
tially contributes to the control and manage- 
ment of the business, or otherwise performs 
vital additional services, or does all of these 
things she may be a partner as contemplated 
by * * * 26 U.S.C.A. Int. Rev. Code, pars. 
181, 182. 


The contention that the daughter, Betty, was a 
partner in the Union Manufacturing business is 
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particularly without merit. There is no evidence 
that she desired to, or intended to, or did carry on 
the business enterprise in partnership with her 
parents in the taxable years. She was about seven- 
teen years old in 1943; she had no eapital of her 
own; and she performed no services in the business. 
There is no evidence of a completed transfer of 
an interest in the business to her such as would 
put in her complete dominion and control over an 
interest in the business and the earnings thereof, 
and such as would remove from the alleged conor 
—mother or father—whichever claims to have made 
the gift (the record on this point being confused) 
—-control over his or her purported interest and 
share of earnings. See Edson v. Lucas, 40 Fed. 
(2d) 398, and cases cited therein. The evidence with 
respect to the alleged gift to Betty is merely that 
if a gift were made to the son, it would be fair to 
make a like gift to the daughter. Whichever peti- 
tioner alleges to have made this gift intended that 
the interest should be retained in the business as 
well as the earnings, nothing to the contrary hav- 
ing been shown by competent evidence. We are 
unable to find that a bona fide gift was made to 
Betty of a present interest in the business. We sus- 
tain the respondent’s determination that one-six- 
teenth of the earnings [82] attributed to her is 
taxable to the alleged donor, either Anna or Mor- 
ris Harris. 

In support of their contention that the son, Al- 
bert, was a co-partner with them in their business 
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during 1943 and 1944, petitioners refer us to cer- 
tain cases where it has been held, upon particular 
facts, that a father and son were co-partners. The 
holdings in such cases do not provide these peti- 
tioners authority in support of their contention. 
Such cases are distinguishable on their particular 
facts. Also, Weizer v. Commissioner, — Fed. (2d) 
—(C.C.A. 6), decided January 26, 1948, is in- 
apposite, the facts being quite different. 

Albert had an ambition to go into his father’s 
business. He had done various things about the 
plant and office, without pay, during vacations and 
after school prior to 1943. But none of his ac- 
tivities, considering his youthful age and conse- 
quent limitations, had been sufficiently substantial 
to have taken him into any substantial or important 
work in the business before 1943. Cf. John G. 
Scherf, supra. In 1943 and 1944, his absence, there- 
fore, was not absence from a business activity in 
which he had previously rooted himself. Therefore, 
little weight can be given his casual activities at 
his father’s ‘‘shop’’ as a school boy, and full 
weight must be accorded the fact that he rendered 
no services whatsoever during 19438 and 1944. See 
M. M. Monroe, supra. 

Albert contributed no capital to the Union Manu- 
facturing Company business originating with him- 
self. Furthermore, the evidence is not present to 
show that the purported gift to Albert of an in- 
terest in the business was a completed gift in 
praesenti which vested in him complete dominion 
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and control over an interest in and earnings of the 
business. Edson v. Lucas, supra. There was no 
written partnership agreement. The alleged verbal 
[83] agreement was a loose one. There is no evi- 
dence to clearly show that the usual terms of a 
partnership agreement were worked out so as to 
definitely establish the rights and duties of the son 
if he were to really carry on a business in partner- 
ship with his parents during the taxable years. The 
only inference which can be made from the record 
is that management of the business was to remain 
in Morris Harris, and that he was to continue to 
control the business and the earnings, as far as his 
children might be concerned. Partnership books 
were not closed. There were only bookkeeping en- 
tries which served to provide the basis for allocat- 
ing earnings to the young son who was in school, 
at first, and later in the Army. 

Upon consideration of all of the facts, we can- 
not find that Albert was a bona fide co-partner in 
the business in 1943 and 1944. Applying the ration- 
ale of the ‘Tower case, we sustain respondent’s de- 
termination. See John G. Scherf, supra. 

The second question is whether state income 
taxes are deductible in computing victory tax net 
income. 

Section 172(a) of the 1942 Revenue Act enacted 
a new tax called the victory tax which was to be 
levied upon income in years beginning after De- 
cember 31, 1942. Section 172(a) of the 1942 Reve- 
nue Act added new provisions to the Internal 
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Revenue Code, sections 450 to 456. These provisions 
of the Internal Revenue Code provided for the 
computation of the new tax without reference to 
Chapter 1—Income Tax, of the Internal Revenue 
Code excepting where the statutory provisions re- 
lating to the computation of net income for the 
income tax were specifically made to apply by 
cross-reference. That is to say, the computation of 
the income tax and the computation of the victory 
tax are separate, the first being covered by [84] 
Subchapters A, B and C; and the second being 
covered by Subchapter D. For example, section 21 
of the Internal Revenue Code (Subchapter B, Part 
1) defines ‘‘net income’’ for purposes of the in- 
come tax; and section 451 of the Internal Revenue 
Code (Subchapter D—Part 1) defines ‘‘victory tax 
net income.’’ Also, the respective Subchapters make 
specific provisions for the various types of deduc- 
tions which are allowable in computing ‘‘net in- 
come’’ and ‘‘victory tax net income.”’ 

It must be kept in mind that all deductions are 
a matter of legislative grace. The question which 
is now raised by the petitioners under the victory 
tax net income provisions of the Internal Revenue 
Code must be considered upon the basis of the 
specific statutory provisions which allow deduc- 
tions. Section 451(a)(3) states what taxes may be 
deducted in computing ‘‘victory tax net income.’’ 
The provision is as follows: 

Section 451. Victory Tax Net Income. 

(a) Definition. 
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(3) Taxes—Amounts allowable as a deduc- 
tion by section 23(¢), to the extent such 
amounts are paid or incurred in connection 
with the carrying on of a trade or business, 
or in connection with property used in the 
trade or business, or in connection with prop- 
erty held for the production of income. 


The subsection abeve quoted contains a limita- 
tion. First there is cross-reference to section 23(c) 
of the Internal Revenue Code which relates to the 
deduction of taxes generally for the purpose of 
computing ‘‘net income.’’ Under section 23(¢) there 
is the general provision that taxes paid or accrued 
within the taxable year are deductible, but the ex- 
ceptions to the general rule are set forth. Income 
taxes paid to a state are not within the exceptions, 
and they are deductible in computing net income 
for the income tax [85] 

However, the limitation contained in section 451 
(a)(3) is that only those taxes which are deductible 
under section 23(c) which ‘‘are paid or incurred 
in connection with the carrying on of a trade or 
business, or in connection with the property used 
in the trade or business, or in connection with 
property held for the production of income’’ may 
be deducted for the purpose of computing the vic- 
tory tax net income. 

It is our understanding that the California in- 
come tax is a personal income tax which, like the 
Federal income tax, is imposed upon income de- 
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rived from all sources. Petitioners do not cite any 
cases which give contrary construction of the Cali- 
fornia statute. We do not have the personal income 
tax returns of the petitioners in evidence, neither 
the state nor the Federal returns. It is assumed 
that most of the income of the petitioners which 
was reported for both state and Federal income 
tax was derived chiefly from the partnership husi- 
ness. Petitioners argue that the state income tax 
was a tax which was paid or incurred in connec- 
tion with the carrying on of a business within the 
meaning of section 451(a)(3) because the income 
which was taxed by the state was derived from 
a business. 

The construction which the petitioners would 
have placed upon section 451(a)(3) does not, in 
our opinion, give proper consideration to the word- 
ing of the pertinent section. The state income tax 
was not incurred ‘‘in connection with the carrying 
on of the business.’’ Those words have a elear 
meaning, but, if it is necessary to undertake to 
clarify them, we think that the words mean a tax 
which is incurred as an incident to the carrying 
on of business in the sense that a business expense 
is Incurred in carrying on a business; that is to 
say, something which must be paid in order to do 
business. [86] 

The specific question raised by petitioners is 
covered by a ruling of the Commissioner, I.T. 3644, 
which comes to the conclusion that ‘‘the personal 
income taxes imposed by the various states are not 
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deductible in whole or in part in computing victory 
tax net income under section 451(a)(3) of the In- 
ternal Revenue Code, supra.’’ We think this ruling 
is correct and that the report of the Committee 
on Finance of the Senate, which accompanied the 
Revenue Bill of 1942, supports the Commissioner’s 
ruling. See C.B. 1944, p. 373; Senate Report No. 
1631, 77th Congress, 2d Session; C.B. 1942-2, 504, 
509. 

Petitioners think that the ruling set forth in 
I.T. 3644 may be in conflict with another ruling 
of the Commissioner, I.T. 3829, C.B. 1946-2, p. 38. 
The latter ruling was made in connection with the 
deductions allowed for the purposes of computing 
adjusted gross income under section 22(n)(1) of 
the Internal Revenue Code. ‘That section relates 
to the income tax. We think that the ruling made 
under I.T. 3829 does not apply in making an in- 
terpretation of section 451(a)(3) which relates to 
the computation of victory tax net mcome. It has 
been noted before that state income taxes are de- 
ductible for the purpose of computing the income 
tax, and the ruling in I.T’. 3829 is consistent with 
the statutory allowance of deduction for state in- 
come tax. The crux of the matter is that the Congress 
did not see fit to permit deduction of state income 
taxes in the computation of the [87] victory tax 
net income for the purpose of the victory tax.’ 


+See Senate Report No. 1631, 77th Congress, 2d 
Session; C.B. 1942-2, p. 509, where the following is 
stated : 

Since the victory tax does not allow any deduc- 
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We think that this is a complete answer to the 
petitioner’s contention. 
Reviewed by the Court. 


Decisions will be entered for the respondent. [88] 


The Tax Court of the United States 
Washington 


Docket No. 12984 
ANNA HARRIS, 


Petitioner, 
vs. 
COMMISSIONER OF INTERNAL REVENUE, 
Respondent. 
DECISION 


Pursuant to the determination of the Court, as 
set forth in its Findings of Fact and Opinion, pro- 
mulgated on May 12, 1948, it is 

Ordered and Decided: That there are deficiencies 
in Federal income and victory tax for the years 
1943 and 1944 in the respective amounts of $5,- 
662.73 and $18,136.67. 


Enter May 12, 1948. 


(Seal) /s/ MARION J. HARRON, 
Judge. [89] 


tion for state income taxes your Committee deemed 
it advisable to provide that the total income tax 
and victory tax should not exceed 90% of the tax- 
payer’s net income * * *, 
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The Tax Court of the United States 
Washington 


Docket No. 12985 


MORRIS HARRIS, 


Petitioner, 
VS. 
COMMISSIONER OF INTERNAL REVENUE, 
Respondent. 
DECISION 


Pursuant to the determination of the Court, as 
set forth in its Findings of Fact and Opinion, pro- 
mulgated on May 12, 1948, it is 

Ordered and Decided: That there are deficiencies 
in income and victory tax for the years 19438 and 
1944 in the respective amounts of $6,035.87 and 
$18,693.10. 


Enter May 12, 1948. 


(Seal) /s/ MARION J. HARRON, 
Judge. [90] 
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The Tax Court of the United States 
Docket No. 12984 


ANNA HARRIS, 
Petitioner, 
VS. 


COMMISSIONER OF INTERNAL REVENUE, 


Respondent. 
Docket No. 12985 
MORRIS HARRIS, 
Petitioner, 
vs. 
COMMISSIONER OF INTERNAL REVENUE, 
Respondent. 


Court Room No. 229, 


United States Post Office and Court House Bldg., 
Los Angeles, California 


January 29, 1948—9:30 a.m. 
(Met pursuant to notice.) 


Before: Honorable Marion J. Harron, Judge. 

Appearances: D. Webster Egan, 403 West 8th 
Street, Los Angeles, California, appearing for the 
Petitioner. Dana Latham, 411 West 5th Street, 
Los Angeles, California, appearing for the Peti- 
tioner. [92] T. M. Mather. (Honorable Charles 
Oliphant, Chief Counsel, Bureau of Internal Reve- 
nue), appearing for the Respondent. [93] 
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PROCEEDINGS 


The Court: Docket Nos. 12984 and 12985, Anna 
Harris and Morris Harris. Will counsel please 
state appearances for the record. 

Mr. Egan: D. Webster Egan. Your, Honor, 
the Petitioner wishes to add the name of Mr. Dana 
Latham, as associate counsel. 

Mr. Mather: Mr. Mather, for the Respondent. 

The Court: Proceed, Mr. Egan. 

Mr. Egan: Your Honor, these deficiencies, most 
of them at least, come about by reason of the fol- 
Jowing: That on or about January Ist or 2nd, 1945, 
the Petitioners filed herein were co-partners in a 
manufacturing company, co-partnership. About 
that time they transferred, each to two minor chil- 
dren, an undivided sixteenth interest in and to the 
property and assets of the co-partnership. We 
believe that the evidence will show that there was 
no restrictions whatsoever on these gifts and fur- 
ther that there was no charges made against the 
minor’s accounts for support, maintenance or edu- 
cation. 

The other issue in the case concerns the question 
of charging to expense, in the year 1943 on petition 
of Morris Harris’ return, the sum of $26,747.65, 
as a deduction for the purpose of computing the 
victory tax. In the ease of Anna Harris, her charge 
was $25,256.18, as a deduction against the comput- 
ing of the victory tax, these two amounts being 
income [96] taxes paid to the State of California. 
We believe that these two amounts are proper 
charges against the business income of both of these 
Petitioners. 
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Mr. Mather: If your Honor please, at this time 
I would like to move that the cases be consolidated. 

The Court: Motion granted. 

Mr. Mather: As stated by counsel for the Peti- 
tioner, those are the two issues. Under the plead- 
ings, there is no issue with respect to any partner- 
ship; merely the validity of a gift by the partners, 
these Petitioners, to their children of a one-six- 
teenth interest in their business. 

The petition alleges that the Petitioners were 
partners, operating under the firm name of Union 
Manufacturmg Company, and that allegation is 
admitted. It also alleges that they made a gift to 
their children of a one-sixteenth interest, and that 
is denied. 

With respect to the other issue, the deduction 
of state income taxes in determining the victory 
tax net income, the position of the Respondent is 
that there is no statutory provision allowing that 
deduction, and that the legislative history of Sec- 
tion 451, of the Code, specifically precludes the 
deduction. 

Mr. Latham: If your Honor please, I don’t 
know what Mr. Mather had in mind regarding his 
statement that there was no issue with respect to 
the validity of this partnership for [97] tax pur- 
poses. The petition recites that the Respondent 
proposes to add the taxpayer’s net income for the 
vear 1944, and also a different amount for year 
1943, a certain amount being the amount of the in- 
eome of certain of the children, and recited as hav- 
ing been received by the children from their inter- 
est in the partnership. 
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Now, it is true that there is no specific statement 
in the statement of facts, to the effect that these 
people were partners, but that at best would be 
merely a conclusion of law, it seems to me. 

The Court: I think Mr. Mather means, we do 
not have in this case the question of whether Mor- 
ris Harris and his wife, Anna Harris, carried on 
a business in partnership, under the name of Union 
Manufacturing Company. 

Mr. Latham: ‘There is no issue with respect to 
that point. 

The Court: That issue has been raised in a 
good many cases and Mr. Mather just wanted to 
point out that we do not have that issue in this case. 

Mr. Latham: That is what I had in mind. 
Might I say this, your Honor— 

The Court: Let me finish. We had a history of 
cases, aS you know, where the taxpayer, husband 
or wife, carried on a business with them in part- 
nership. In this case the Respondent has not de- 
termined that Anna Harris is not a member of a 
[98] bona fide partnership. He did not determine 
that. You, in your petition, allege perhaps that 
there was a partnership, but whether you did or 
didn’t, there is not a question about the property 
right of Anna Harris reporting, at least, or at the 
most, one half of the net income of the Union Man- 
ufacturing Company. 

Now, you have come to the matter of a husband 
and wife, who carry on a business in partnership 
and either or both give an undivided interest to a 
child. Now, do you mean that you would under- 
stand that to raise a question of whether the child 
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was a member of the partnership, that could be a 
question in the case? 

Mr. Latham: That is my understanding of Mr. 
Mather’s point. 

The Court: Supposing you state your conten- 
tion, please, the Petitioners’ theory and let Mr. 
Mather worry about the Respondent’s theory. 

Mr. Latham: The Petitioners’ theory is that the 
sift of an interest in the assets of a going partner- 
ship, was made to each of the children, and at the 
same time, a partnership was created, in which the 
children were partners. 

The Court: That would be a matter you would 
have to prove. 

Mr. Latham: That is correct. 

The Court: Were there one or more children? 

Mr. Latham: ‘Two. 

The Court: What were their names? 

Mr. Latham: Albert P. and Betty. 

The Court: Do the Petitioners contend that 
each was given a one-sixteenth, or both? 

Mr. Latham: Each. 

The Court: What do you intend to show as to 
the making of gifts; who made these gifts? 

Mr. Latham: One parent made a gift to one 
child and the other to the other. 

The Court: Who did it? 

Mr. Latham: Mr. Harris made a gift to his 
daughter, Betty, and Mrs. Harris made a gift to 
her son, Albert. 

The Court: All right. What else does the Peti- 
tioner intend to show? 
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Mr. Latham: We intend to show participation 
in the activities of the partnership by the son and 
show the circumstances leading up to the forma- 
tion of the partnership. 

The Court: Now, are you contending that the 
partnership consisted of four people, or that the 
partnership consisted of two? 

Mr. Latham: That the partnership consisted 
of four people. 

The Court: That is the Petitioners’ contention. 

Mr. Latham: That is the Petitioners’ conten- 
tion. [100] 

Now, there has never been any question but what 
a partnership existed between Mr. and Mrs. Harris. 

The Court: That is my understanding. The 
issue in the case is, whether a partnership existed 
among Mr. & Mrs. Harris and Albert and Betty 
Harris. 

Mi. Latham: That is correct. 

My. Mather: That is correct, your Honor, but 
there is no allegation that the children were part- 
ners In the pleadings. 

The Court: I see. 

Mr. Egan: If your Honor please, the facts 
allege that each child received an undivided one- 
sixteenth interest in and to the assets of Union 
Manufacturing Company, which is a co-partner- 
ship. Now, to allege they were partners, would 
simply be a conclusion of law. 

The Court: Well, perhaps not where you have 
a tax question, Mr. Egan. 

Mr. Egan: Well, the Commissioner is pretty 
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technical on some of these things. As a matter of 
pleadings, it would be a conclusion of law. 

The Court: This is a specialized field that we 
work in, and that is a technical point, but I would 
be inclined to agree with Mr. Mather, that the 
pleadings ought to cover that. You should not rest 
on the fact of the transfer of the interest in and 
of itself. [101] 

Mr. Egan: Don’t you think that is a matter 
of evidence? As I say, if I were to allege they 
were co-partners, it would be simply a conclusion 
of law. 

The Court: I do not think so, because the issue 
for tax purposes, whether you have a partnership 
relation so that the income of a business or prop- 
erty is taxable to various people, which you con- 
tend are partners, is a particular kind of issue that 
requires the introduction of particular evidence. 
J think your pleadings will be clearer if you set 
forth that you contend the children were members 
of the partnership. We will assume that that is 
what your pleading means, and I think we do not 
need to spend any more time discussing this par- 
ticular matter. 

Mr. Latham: May we have leave to file amended 
petitions within ten days? 

The Court: Certainly. It is all right to have 
the question raised. If there is any doubt about 
the pleadings, the question should be raised at the 
trial. 

Mr. Mather: If your Honor please, I have no 
objection to such amendment. I would like to 
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state, in connection therewith, that the evidence will 
show that these gifts, if they were gifts, emanated 
from the parents to their children, and there was 
no contribution of capital by the children, emanat- 
ing from themselves, to any partnership; that it is 
the position of the Respondent, that the evidence 
will show that the [102] children were minors 
at the time, and that no services were performed 
by the children. 

The Court: Are you ready to proceed? 

Mr. Latham: Yes, your Honor. By agreement 
with Mr. Mather, subject to your approval, and in 
the interest of speeding this case, we will be a little 
informal on introduction of certain documents and 
evidence. 

With respect to issue number one, namely the 
deductibihty of the California State income tax, 
in determining victory tax net income for the year 
1943, I offer in evidence this docket, 12984, as Peti- 
tioners’ Exhibit No. 1, a retained copy of Morris 
Harris’ 1942 California State income tax return. 

Mr. Mather: No objection. 

Mr. Latham: This shows a tax due of $26,746.65, 
and I believe it may be stipulated that that amount 
was paid by Mr. Harris to the State of California, 
during the calendar year 1943. 

My. Mather: I think it is admitted in the plead- 
ings. 

The Court: Received as Petitioners’ Exhibit 1. 

(The document above-referred to was re- 
ceived in evidence and marked Petitioners’ Ex- 
hibit No. 1.) 
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page 130, of this printed Record. | 

The Court: Since the cases are consolidated, 
you do not have to refer to the docket number. 

Mr. Latham: That only applies to Morris Har- 
ris. All the other evidence will apply to both eases ? 

The Court: No. When your cases are consoli- 
dated your evidence applies to the consolidated 
proceedings, and you are just wasting time refer- 
ring to the different dockets. 

Mr. Latham: All right. As Petitioners’ Exhibit 
No. 2, the retained California State income tax return 
of Anna Harris for the calendar year 1942, showing 
a tax of $25,256.18, which may be stipulated was 
paid to the State of California during the ealen- 
dar year 1943. 

Mr. Mather: No objection. 

The Court: Received as Exhibit 2. 

(The document above-referred to was re- 
ceived in evidence and marked Petitioners’ Ex- 
hibit No. 2.) 

[Petitioners’ Exhibit No. 2 is set out in full, 
page 134, of this printed Record. ] 

Mr. Latham: Mrs. Harris, take the stand, 
please. Whereupon, 


ANNA HARRIS, 


called as a witness for and on behalf of the Peti- 
tioner, having been first duly sworn, was exam- 
ined and testified as follows: 


The Clerk: State your name, please. 
The Witness: Anna Harris. 
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Direct Examination 
By Mr. Latham: 

Q. Will you state your name for the record, 
please? A. Anna Harris. 

Q. Your address? [104] 

A. 13098 Sunset Boulevard, Los Angeles. 

Q. You are one of the Petitioners in this pro- 
ceeding ? A. Yes. 

Q. Are you connected with the Union Manufac- 
turing Company of Los Angeles? A. Yes. 

Q. In what capacity? A. A partner. 

Q. State briefly, for the Court, your connection 
with that concern, from the beginning to the pres- 
ent, very briefly. 

A. Well, the partnership was formed in 1909 
and I used to go there to work after school. I at- 
tended high school at that time and continued until 
I finished high school and after that I put in my 
full time. 

Q. Who were the partners in 1909? 

A. Mr. Harris and my father, Mr. Pinkert. 

@. By Myr. Harris you mean your husband ? 

A. Well, my husband now. 

Q. Proceed. 

A. Then, after I finished high school, I con- 
tinued and put in my time, and in 1919 Mr. Harris 
and I were married. I continued right in the busi- 
ness, doing practically everything outside of manu- 
facturing the materials that were manufactured. 
1 took care of the credits in the office, the book- 
keeping, the correspondence, waited on the trade 


0) 
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who came into the place and, [105] well, just about 
did everything, for my father and Mr. Harris. 

Q. State the nature of the business of the part- 
nership. 

A. It is a manufacturing business of work and 
outing clothing. 

Q. Has it been that type of business during the 
entire period ? 

A. Yes, but it grew and grew and as it grew, we 
engaged hookkeepers, stenographers and what not. 
My capacity was much more executive then. With 
all the work, plus bookkeeping, very often I was so 
busy I had to take my bookkeeping home. I worked 
day and night, practically, before that. My father 
took care of the outside selling and my husband 
took care of the inside manufacturing. I did all 
the rest. That is the way we worked until practi- 
cally up to date. I am not active now, but I was 
for many, many years. 

Q. How long did the partnership between your 
husband and your father continue? 

A. Until ’23, I believe. Until the end of ’23: 
about 14 years. 

Q@. Then what happened ? 

A. My father stepped out and I became a part- 
ner. My father retired. 

Mr. Latham: I offer as Petitioners’ Exhibit 3, 
photostatic copy of a partnership agreement be- 
tween Morris Harris and the witness, Anna Harris, 
dated January 2, 1924. [106] 

Mr. Mather: No objection. 

The Court: That will be marked and referred 
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to as Petitioners’ Exhibit 3. Received in evidence. 
(The document above-referred to was re- 
ceived in evidence and marked Petitioners’ Ex- 
hibit No. 3.) 
[Petitioners’ Exhibit No. 3 is set out in full, 
page 137, of this printed Record. ] 
By Mr. Latham: 

Q. Mrs. Harris, I show you this document and 
ask you if you know what it is. 

A. Yes, that is our partnership agreement. 

Q. That partnership agreement, between your 
husband and yourself, actually was executed on the 
date it bears? A. Yes, that is right. 

Q. Did you continue to give your full time, or 
practically full time, to the affairs of the partner- 
ship after January, 1924? 

A. Well, not my full time, but a great deal of 
the time, because I had a child at that time. I 
kept in very close touch to it and gave a good deal 
of my time, but not as much as I did before. 

@. You actually went directly to the office of 
the company? 

A. Qh, yes, I did and gave a lot of time to it. 

Q. Did you perform the same general type of 
services that you performed prior to 1924? 

A. Yes. [107] 

Q. You have two children? A. Yes. 

Q. Will you state their names and ages, birth 
dates ? 

A. Albert Harris, born June 14, 1923 and Betty 
Harris, born September 22, 1926. 
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Q. Your son, Albert, is in the courtroom? 

A. That is right. 

Q. I show you another document, purporting 
to bear on its face, the date, April 1, 1937, and ask 
you to state what it is. 

A. I imagine that is a renewal of the partner- 
ship between myself and Mr. Harris. 

Q. In other words, the first agreement of 1924, 
provided for a ten-year term? 

A. That is right, and that is the renewal. 

Q. Was this signed at the suggestion of your 
then attorney ? A. That is right. 

Mr. Latham: I will offer in evidence, as Peti- 
tioners’ Exhibit No. 4, photostatic copy of partner- 
ship agreement between Morris Harris and Anna 
Harris, dated April 1, 1937. 

Mr. Mather: No objection. 

The Court: Received as Exhibit 4. 


(The document above-referred to was re- 
ceived in evidence and marked Petitioners’ Ex- 
hibit No. 4.) [108] 


By Mr. Latham: 


Q. How long did you continue to operate under 
this second partnership agreement between yourself 
and your husband ? 

A. Well, until we made the change—you mean 
taking in the children? 

Q. Yes. A. Until January, 1943. 

Q. Now, please state the events leading up to 
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this change in 1943, which you have just referred 
to. 

A. Well, along about 1937, it seemed we noticed 
an interest in Albert to join our business. Of 
course, he was just a little fellow of about 14, but 
Mr. Harris had received a letter from someone 
offering to buy our business, and he was more or 
less interested in selling it because he thought we 
would like to retire, but Albert was very much 
opposed to that and said he had always hoped to 
go into this business with his father, when he was 
old enough. So, for that reason, Mr. Harris gave 
up the idea of ever selling it and waited until such 
time as Albert would be old enough to join him. 
But when he graduated from high school he didn’t 
want to go to college. He wanted to go into the 
business. We wanted him to have more educa- 
tion— 

Q. When did he graduate from high school? 

A. In ’40 or 741. I don’t remember exactly, 
but we prevailed upon him to continue and go to 
college, because we felt [109] he would be worth 
more to the business if he had more education. 

Then he came home from college; he went to the 
University of Virginia, that summer. 

@. Just when did he enter the University of 
Virginia? 

A. Must have entered it in the fall of ’40, 41, 
[ think, but he came home. 

Q. What kind of a course was he taking? 

A. Just a general educational course, and when 
he came back, that summer— 


Commissioner of Internal Revenue 87 


(Testimony of Anna Harris.) 

Q. Now, that is the summer of 742? 

A. °42. He worked in the factory in all the 
various departments. He seemed to be very inter- 
ested, sort of just taking it all in. He made up his 
mind then and there that that was the thing he 
would rather do, than even go to school, so that 
summer he took a night course at U.S.C., on tex- 
tiles. Then, we prevailed upon him to go back to 
college. He changed colleges because the Univer- 
sity of Virginia didn’t offer the course that would 
be suitable for his training in textiles, and he went 
to the State University of North or South Caro- 
lina—Raleigh—because that school offered the 
course that was suitable for his business. 

We then decided that he would follow that, and 
just by way of inducement, we wanted to give him 
a small interest in the business. We talked it over 
then and decided that was [110] the way it would 
be. 

Q. Did you then give him this sixteenth interest 
in the partnership assets, of which vou were a part- 
ner, pursuant to the statement that has been made 
heretofore ? 

A. Well, we did, beginning in 1943, beginning 
in January. That is the way we thought it would 
be a good idea to do. 

Q. With whom was that gift and the formation 
of the new partnership discussed ? 

A. Well, we discussed it with Albert before he 
went back to school, and then he came back at 
Christmas time and we discussed it some more, be- 
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cause I think we had seen Mr. Egan about it. to 
see just how we could do it. 

Q. Your attorney? A. Yes. 

Q. Was it also discussed with Mr. Harris and 
with Betty? 

A. Qh, yes, we all discussed it, yes. 

Q. So that— A. We also—pardon me. 

Q. Go ahead. 

A. We also felt that as long as we were giving 
Albert a small share, just having the two children, 
we felt it would be fair to give Betty the same 
share, and although she was very young, she al- 
ways showed an interest. We felt that after her 
college, if she wasn’t married, she would step in. 

Q. She had not and did not work in the business 
as Albert did? 

A. No, but she showed an interest. 

Q. Is it a fair statement, that Christmas of 
1942, before Albert returned to college, it was 
clearly understood between the four of you, that 
this partnership was to go into effect as of the Ist 
of January, 1943? A. Yes. 

Q. Was there ever any writing, evidencing this 
new partnership ? 

A. What do you mean by that? 

Q. Was it ever reduced to writing, such as was 
the case in the prior partnership ? 

A. Yes, it was. Later in the year; we didn’t 
do it right away. 

Q. Now, you never did have an actual agree- 
ment? A. No, we had no agreement. 

Q. That is, in writing, I mean. A. No. 
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Q. Why was that? 

A. Well, I guess because we are just lax about 
those things. We felt that as long as we had de- 
cided to have the partnership, that that was all 
there was to it; that, actually, if we gave them that 
share, it was a partnership. We just neglected to 
do it. [112] 

Q. Isn’t it a fact, that Mr. Egan advised you 
that a writing was not necessary, a written agree- 
ment was not necessary ? 

A. I don’t remember, excepting that I assumed 
that. Yes, I think that is the way we thought 
it should be done. 

Q. Now, in connection with this oral agreement 
between the four of you, was there any restrictions 
between you with respect to the rights of the chil- 
dren, either as to activities or withdrawals from 
the partnership ? A. No, none at all. 

The Court: Are you offering in evidence any 
written agreement of the partnership? 

Mr. Latham: ‘There was none, your Honor, with 
respect to this particular partnership, upon the 
advice of Mr. Egan, whom we will put on the stand 
if necessary. 

The Witness: That is right. 

By Mr. Latham: 

Q. Now, what kind of work— 

The Court: Excuse me, please. What evidence 
of partnership was there? 

Mr. Latham: The understanding of the parties, 
followed by the appropriate book entries, which will 
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be offered in evidence, the filing of partnership tax 
returns and so forth and then there also— 

The Court: Was that an oral arrangement? 

Mr. Latham: ‘This one was an oral arrangement, 
and confirmed in writing later by a subsequent 
partnership agreement, which my office drew in 
1947, when the interest of the parties were changed, 
due to the purchase of Albert of a small additional 
interest in 1946. 

The Witness: That is right. 

Mr. Latham: Now, that interest in 1946, is not 
here involved because we are only dealing with the 
vears 1943 and 1944, but we did suggest to Mr. and 
Mrs. Harris and Albert, that the present under- 
standing, or the one that had been in effect since 
1943, should be reduced to writing, which was done. 

The Court: What evidence of a gift was there? 

Mr. Latham: We have the gift tax return, which 
we propose to offer in evidence. 

The Court: That is the only evidence of a gift? 

Mr. Latham: Well, plus the book entries. I 
don’t know what other evidence is possible. The 
statement of the partners—I can’t think of any 
other evidence that would be available, under any 
circumstances. 

The Court: There could be. I just was inquir- 
ing. All right. Go ahead. 

By Mr. Latham: 

Q. You say, that Albert worked throughout the 
summer of 1942 at the plant? [114] 

A. That is right. 

Q. In various departments of the business ? 
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A. Yes, all around; making a general survey of 


everything. 
Q. Becoming familiar with the operation of 
the business ? A. That is right. 


The Court: Well, now, how long a period would 
that be, Mrs. Harris? 

The Witness: Well, I don’t know just when he 
got out of school, but it would be until the follow- 
ing term. I imagine it was June. 

The Court: College vacation usually runs for 
about two and a half months? 

The Witness: About three months, June, July 
and August. Something like that. 

The Court: All right. 

By Mr. Latham: 

Q. Prior to the summer of 1942, had Albert done 
any work in the business? 

A. Yes, he worked after school, when he went 
to high school, and on Saturdays. 

Q. And a portion of the summer vacation? 

A. Yes. 

Q. During the summer of 1942, did Albert draw 
any salary [115] or pay from the business? 

A. No, he didn’t. 

Q. Will you state to the court why he did not? 

A. Well, because it would entail a social security 
number and a lot of other things that are important 
when people work, and we felt it was unnecessary 
for him because eventually we felt it would be a 
partnership and he wouldn’t need it, also he really 
didn’t need the money; we took care of him. We 
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felt too that perhaps the employees wouldn’t think 
it was right, that as long as there was work to be 
done, that perhaps someone who needed the money 
more than he did should have it. 

So, we didn’t pay him anything. 

Q. Now, what happened when Albert returned 
to the textile school at North Carolina? After the 
Christmas vacation of 1942. 

A. Well, he enlisted very soon afterward in the 
E.R.C.; in December, I think, of that year. He 
felt he would be called very soon, and he preferred 
to enlist, rather than be drafted. 

Q. When was he called into service? 

A. April of the followmg year; the following 
April, I would say. 

Q. April of 1943? A. That is right. 

Q. When did he return from the service? 

A. In July, 1945—no, not from the service, he 
returned in January, 1946. [115] 

Q. He was discharged at that time? 

A. He was not discharged then, but he came 
back from overseas in July, 1945. 

Q. What did he do immediately upon his dis- 
charge? 

A. He started to work immediately. We thought 
he should have a little vacation, but he went to 
work. 

Q. Right to work in the business? 

A. That is right. 

q. Has he worked continuously in the business 
from that time to the present? 
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A. Yes. He has never had any time off either. 

Q. In what capacity? 

A. Well, in the general capacity, executive. He 
is a great help to Mr. Harris in every way. All 
the things he would do, he is letting drop off on 
Albert, because he needs that help. 

Mr. Latham: Will it be stipulated that appro- 
priate Federal partnership returns were filed for 
the years in question, in which the four individuals 
here mentioned, were named as partners? 

Mr. Mather: Well, no, I couldn’t stipulate that 
appropriate returns were filed, Mr. Latham. 

Mr. Latham: Shall we say, the Form 1065? 

Mr. Mather: Partnership returns were filed for 
the partnership, in which, for 1943 and 1944, in 
which a [117] distributive share of the partnership 
income is shown as being allocated to the children, 
and that the children filed, or I should say, that 
returns were filed for the children, signed by their 
mother, for 1942 and 19438. 

Mr. Latham: 19438 and 1944. 

Mr. Mather: Yes. 

Mr. Latham: I am not asking you to stipulate 
that they are partners, I am just asking you to 
agree that the Form 1065, which is the Federal 
partnership return, was filed for the years 1943 
and 1944, in which Albert and Betty Harris were 
shown as receiving one-sixteenth interest in the 
partnership income. 

Mr. Mather: They were shown as— 

The Court: JI think we had better have the re- 
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turns in evidence, Mr. Mather. Do you want to 
offer them ? 

Mr. Latham: I would like to offer them. T 
will offer in evidence as— 

The Court: Will you offer them, Mr. Mather, 
so they could be photostated in Washington ? 

Mr. Mather: J will request they be withdrawn 
and have photostats made. 

The Court: You make that request. 

Mr. Mather: I don’t care to offer them myself. 

Mr. Latham: I offer as Petitioners’ Exhibit, I 
believe, No. 5 and 6, original partnership returns 
for the [118] calendar year 1943 and 1944, of the 
Union Manufacturing Company, 58 1943 and 6S 
1944. 

Mr. Mather: No objection, your Honor. I would 
like to have the record show that those original 
partnership returns were produced from the Gov- 
ernment file, and ask leave to withdraw them for 
substitute photostats. 

The Court: That may be done. The returns are 
received as Exhibits 5 and 6. 

(The documents above-referred to were re- 
ceived in evidence and marked Petitioners’ Ex- 
hibits 5 and 6.) 

[ Petitioners’ Exhibits No. 5 and 6 are set out 
in full, pages 139, 143, of this printed Record. ] 

Mr. Latham: I offer as Petitioners’ Exhibit 7, 
a gift tax return, Form 709, by Anna Harris,. cov- 
ering the year 1943. 

Mr. Mather: No objection. 

The Court: Received as Exhibit No. 7. 
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(The document above-referred to was re- 
ceived in evidence and marked Petitioners’ Ex- 
hibit No. 7.) 

[ Petitioners’ Exhibit No. 7 is set out in full, 
page 149, of this printed Record. ] 

Mr. Latham: As Petitioners’ Exhibit 8, donee’s 
eift tax return by Albert P. Harris and that is 
Form 710. 

The Court: Is his name Albert, A-L-B-H-R-T 
or E-L-B-E-R-T ? 

Mr. Latham: Albert—for the year 1943. 

The Court: Received as Exhibit 8. 

(The document above-referred to was re- 
ceived in evidence and marked Petitioners’ Ex- 
hibit No. 8.) 

[ Petitioners’ Exhibit No. 8 is set out in full, 
page 151, of this printed Record. ] 

Mr. Latham: As Petitioners’ Exhibit 9, gift tax 
return for the year 1943, Form 709, of Morris 
Harris. 

Mr. Mather: No objection. 

The Court: Received as Exhibit 9. 

(The document above-referred to was re- 
ceived in evidence and marked Petitioners’ Ex- 
hibit No. 9.) 

[ Petitioners’ Exhibit No. 9, see page 152, of 
this printed Record. | 

Mr. Latham: As Exhibit 10, donee’s gift tax 
return, for the year 1943, Betty Harris, donee, 
Form 710. 

Mr. Mather: No objection. 

The Court: Received as Exhibit No. 10. 
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(The document above-referred to was re- 
ceived in evidence and marked Petitioners’ Ex- 
hibit No. 10.) 

[ Petitioners’ Exhibit No. 10, see page 152 of 
this printed Record. | 

Mr. Latham: And as Petitioners’ Exhibit No. 
11, photostatic copy of a Treasury Department let- 
ter, dated September 25, 1945 referring to the vari- 
ous gift tax returns just mentioned, increasing the 
valuation named and proposing an additional gift 
hele 

Mr. Mather: ‘That is objected to as irrelevant 
and immaterial. 

Mr. Latham: I think it is pertinent. It shows 
that the Treasury Department did recognize and 
act upon these various gift tax returns which we 
have just referred to. 

The Court: Received as Exhibit 11. 

(The document above-referred to was re- 
ceived in evidence and marked Petitioners’ Ex- 
hibit No. 11.) 

[ Petitioners’ Exhibit No. 11 is set out in full, 
page 152, of this printed Record.|[ 

The Court: May I say, Mr. Latham, that we 
have held frequently that the termination of defi- 
ciency in a gift tax, is not material in determining 
the taxability of income in business. 

Mr. Latham: I am fully famihar with that, 
your Honor. I simply make the observation as to 
what evidence we have that a gift, in fact, has been 
made. This is merely adding to that point. 


Commissioner of Internal Revenue oF 


(Testimony of Anna Harris.) 

The Court: Mr. Egan’s point, which he raised 
at the beginning, goes right to the heart of this 
issue. 

Mr. Latham: We make no contention— 

The Court: You see, you can make a gift. You 
can do a great many things that you want to do, 
but whether or not that will alter the relations and 
income, if I may put it that way, is the question 
that is involved in this case. 

Mr. Latham: As a matter of fact, if I under- 
stand you, Mr. Mather, you conceded that the gift 
was, in fact, made, do you not? 

Mr. Mather: No, I do not. 

Mr. Latham: I think your answer concedes it. 

Mr. Mather: I don’t believe so. It specifically 
denies it. 

Mr. Latham: All right. 

By Mr. Latham: 

Q. Mrs. Harris, I show you another document 
and ask you [121] to state what it is. 

A. Yes. This is the partnership of all of us, 
after Betty and Albert were included. 

Q. What is the date of this document? 

A. May 20, 1947. 

Q. Will you please state the cireumstances— 
does that document bear your signature? 

A. Yes, it does. 

Q. Are those the signatures of Morris, Betty 
and Albert? A. Yes. All of them. 

Q. Will you please state the circumstances un- 
der which the document was prepared and exe- 
cuted ? 
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A. Well, I consulted your office about some of 
our affairs and in the course of the conversation, 
you found out that we had no partnership agree- 
ment with the children. You thought it was neces- 
sary to have it. We didn’t think it was and didn’t 
have it. 

Q. You mean, no partnership agreement in 
writing ? 

A. <A written partnership agreement, yes. 

Q. My office suggested your oral agreement he 
reduced to writing? 

A. That is right, and you drew it up for us. 

Mr. Latham: I will offer in evidence as Peti- 
tioners’ Exhibit 12, the document which has been 
identified by this witness and which is dated May 
20, 1947. [122] 

Mr. Mather: That is objected to as irrelevant 
and immaterial. Taxable years are 1943 and 1944 
and any arrangement that they might have had in 
subsequent years, would have no bearing on the 
issues involved in this proceeding. 

The Court: Ojection sustained. 

Myr. Latham: Could I be heard on that, if your 
Honor please? 

The Court: Surely. 

My. Latham: These partnership cases, as I un- 
derstand it—the Government takes the position that 
the entire record should be looked at, in order to 
determine the intent of the parties; what actually 
happened and that sort of thing. Some question 
has been raised, I think, by your Honor, as to what 


Commissioner of Internal Revenue 99 


(Testimony of Anna Harris.) 

evidence we had and while this, at best, may be 
deemed self-serving, it does seem to me a part of 
the complete picture just as the original partner- 
ship agreement, back in 1924. That, technically 
speaking, could have been objected to but was not, 
as being too early. It seems to me the relations 
of these parties, from the beginning to the present 
are all pertinent in determining whether or not a 
true partnership existed. 

The Court: Mr. Latham, in these cases, the 
standard to be applied has now been settled by the 
Supreme Court, and under the rules, the evidence 
to be introduced must relate to the taxable year 
involved, or the preceding years. Now, [123] it 
has been testified by Mr. Harris that there was an 
agreement drawn up subsequently, and that is suf- 
ficient. It is not material to the year 1943, to have 
the agreement in evidence; terms of the agreement 
or anything else. 

Mr. Latham: In the interest of speed, we will 
be just a little bit informal, if we may, your Honor 
please. 

The Court: Well, don’t hurry. I was hearing 
a case but I put it over now until 2:30 this after- 
noon. You have all the time you want. 

Mr. Latham: =I offer as Petitioners’ Exhibits 
12 and 13, original pages from the ledger of the 
Union Manufacturing Company, showing the capi- 
tal accounts of Albert Harris and Betty Harris, 
the account of Albert Harris being No. 93 and that 
of Betty Harris No. 94, with the request, if vour 
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Honor please, that I may be permitted to substi- 
tute photostats for these originals. 

The Court: I think all the capital accounts 
should be introduced. 

Mr. Latham: I will be glad to. J have all four 
here. 

The Court: You may withdraw and substitute 
photostats. 

Mr. Latham: Then, Exhibit No. 14 will be the 
capital accounts. 

The Court: It is very much better for you to 
offer [124] each page and say what it is. It shows 
up in the record, and it is easier for the court. 

Mr. Latham: No. 12 will be, then— 

The Court: Will be the next one. 

Mr. Latham: The capital account of Morris 
Harris, one of the Petitioners, account No. 91. 

The Court: Received as Exhibit 12. 

(The document above-referred to was re- 
ceived in evidence and marked Petitioners’ Ex- 
hibit No. 12.) 

[ Petitioners’ Exhibit No. 12 is set out in full, 
page 154, of this printed Record. ] 

My. Latham: And as Exhibit 18, capital account 
of Anna Harris, account No. 92. 

The Court: Received as Exhibit 13. 

(The document above-referred to was re- 
ceived in evidence and marked Petitioners’ Ex- 
hibit No. 13.) 

[ Petitioners’ Exhibit No. 13 is set out in full, 
page 155, of this printed Record. | 
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Mr. Latham: No. 14, that of Albert Harris, ac- 
count No. 93. 

The Court: Received as Exhibit No. 14. 

(The document above-referred to was re- 
ceived in evidence and marked Petitioners’ Ex- 
hibit No. 14.) 

[ Petitioners’ Exhibit No. 14 is set out in full, 
page 156, of this printed Record. ] 

Mr. Latham: Exhibit 15, account No. 94, Betty 
Harris. 

The Court: Received. 

(The document above-referred to was re- 
ceived in evidence and marked Petitioners’ Ex- 
hibit No. 15.) 

[ Petitioners’ Exhibit No. 15 is set out in full, 
page 157, of this printed Record. ] 

Mr. Latham: I might state, that these began in 
1942 [125] so far as Mr. and Mrs. Harris are con- 
cerned, and 1942 as far as the children are con- 
cerned. There will be no occasion to go back of 
those dates. 

The Court: Are you going to ask the book- 
keeper or an accountant to testify? 

Mr. Latham: Not unless Mr. Mather or the 
Court desires. We have the bookkeeper here. 

I would also like the record to show that I hold 
in my hand, the Union Manufacturing Company’s 
general journal. There appears on page 40— 

The Court: What are you going to do; are you 
going to read into the record the entries? 

Mr. Latham: One entry, if your Honor please, 
which Mr. Mather is interested in. 
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The Court: I think you should ask the account- 
ant to testify. 

Mr. Latham: Then, I may ask Mrs. Harris to 
step down and put the bookkeeper on the stand? 

The Court: I don’t think that is necessary. You 
can have your accountant come in later. 

Mr. Mather: This is just one item in the jour- 
nal which if Mr. Latham won’t offer, I will have to. 

The Court: Will you stipulate? 

Mr. Mather: I will be very happy to. 

My. Latham: We will stipulate that on page 40 
of the [126] general journal, the following shows: 

‘1943: September 16, 1943, 1/1/43, M. Harris, 
Capital account, page 91, $34,083.70.”’ 

Immediately below that: 

‘(A Harris, Capital account No. 92, $34,083.70.” 

Below that: 

‘“Albert Harris, Capital account No. 93, $34,- 
083.70.”’ 

And below that: 

‘‘Betty Harris, Capital account No. 94, $34,- 
083.70,’’ with the statement: ‘‘To transfer above 
interest in company to Albert and Betty Harris, 
son and daughter, one-sixteenth each, based on M. 
Harris’ interest, $270,049.36 and A. Harris’ inter- 
est, $275,289.78.”’ 

Then, those figures are added together, making 
x total of $545,339.09. That completes the entry 
just stipulated. 

The Court: What is that total figure? 

Mr. Latham: ‘Total of two prior capital ac- 
counts of Mr. and Mrs. Harris. 
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The Court: That is page 40 of the general 
ledger? 

Mr. Latham: Page 40, general ledger. I might 
state, there is only one reason for offering it at all. 

The Court: There is no reason to show it to me. 
It is the record it has to get in. 

Mr. Latham: It is the fact of the reference to 
9-16-43 as of January 1, 1943. I think that is the 
only reason [127] that Mr. Mather is interested in 
that entry, and asked to have it introduced. 

By Mr. Latham: 

Q. Mrs. Harris, you have just heard me read 
the entry on page 40 of the general journal, of the 
Union Manufacturing Company. Do you know 
why that entry was not made until, apparently. 
September of 1943? 

A. Well, I guess it was just an oversight be- 
cause Mr. Egan probably thought that Mr. Harris 
would attend to it and Mr. Harris probably thought 
that Mr. Egan would tell Miss Goodenough, our 
bookkeeper, just how it should be done and it was 
neglected, as the time went along. In the course of 
conversation, we discovered that it hadn’t been 
done. Mr. Egan very often would phone Miss Good- 
enough to tell her just how to do it. Mr. Harris 
assumed he had and he thought Mr. Harris had. 

Q. Now, Mrs. Harris, the gifts that you have 
mentioned as made by yourself and your husband 
to your children, was not in fact made on or about 
September 16, 1943? A. No. 

Q. When was it made? A. January. 

Q. 1943? A. Yes. 
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Q. When was the understanding or oral agree- 
ment you referred to as to the new partnership 
reached between the four of [128] you? 

A. Well, in December, just before January. 

Q. To become effective the first of the following 
year? 

A. Yes, become effective the first of the follow- 
ing year. 

The Court: December what year? 

The Witness: 1942. We decided on it to be- 
come effective 1943. 

Mr. Latham: That is all. 

Cross Examination 
By Mr. Mather: 

Q. Mrs. Harris, you were familiar with the con- 
duct of the business from its inception, were you 
not ? A. Yes. 

The Court: We will take a short recess at that 
time. 

(Short recess taken.) 

The Court: Proceed. 
By Mr. Mather: 

Q. I believe I asked you if you were familiar 
with the conduct of the business over this period 


of years? A. Yes, I am. 
@. It is engaged in the manufacture of work 
clothes? A. That is right. 


Q@. Was there any change in the method in 
which the business was conducted, during the years 
that we are interested in? [129] 

A. With respect to what—change of— 

Q. The conduct of the business. Was it oper- 
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ated the same in 1942, 1943, 1944 and 1945, as it 
always had been? 

A. Yes, I guess so, excepting the change in 
partnership. 

Q. Well, would that involve any change in the 
operation of the business or the conduct of the 
business ? 

A. We still manufacture the same things. I 
don’t know just what you are referring to. 

Q. Did it in the same way as you always had? 

A. Yes. 

Q. Neither of the children performed any serv- 
ice in 1942 and 19438, did they? 

A. No, excepting—well, Albert worked in—in 
"42 did you say? 

Q. 743 and 44. 

A. 743 and ’44. Well, Albert was in the Serv- 
ice, [ think at that time. He couldn’t very well. 
He would have— 

Q. He entered North Carolina State Textile En- 
gineering School in September, 1942 and then en- 
tered the Service April, 1943? 

A. That is right. 

Q. Now, no documents of any character were 
executed in connection with these gifts to the chil- 
dren other than the exhibits that have been offered 
here in evidence, is that [130] correct? 

A. No documents, no. But we had oral agree- 
ments. | 
Q. No bill of sale or anything of that character? 
A. No. 
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Q. Did you have anything to do with separa- 
tion of income tax returns? A. Yes. 

@. When the children were taken into the busi- 
ness, was the tax liability discussed ? 

A. I can’t remember. 

@. There was no discussion, then, I understand? 

A. No, I don’t think so. 

Mr. Mather: That is all. 

Mr. Latham: That is all, Mrs. Harris. 

The Court: I would like to ask a few questions, 
Mrs. Harris. 

In 1942 your daughter was in school, J under- 
stand. What school was she attending? 

The Witness: How old was she? I could tell 
better then. 

The Court: Let me see— 

Mr. Latham: Sixteen, I will say. 

The Witness: She was probably attending either 
the Flintridge School for Girls, in Pasadena, or 
she was going to the University High School. I 
don’t remember. She changed— [131] 

The Court: Did she go to college? 

The Witness: She is at college now, yes. 

The Court: Where is she attending college? 

The Witness: The University of Southern Cali- 
fornia—no, it isn’t—now, what is 1t? 

Mr. Latham: University of California at Los 
Angeles. 

The Court: When did she enter, do you remem- 
ber, when she was a freshman? 

The Witness: She was a freshman at Mills Col- 
lege in Oakland. She started at that college. 
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The Court: When did she start at Mills? 

The Witness: I am not good at remembering. 

The Court: Immediately after graduating from 
high school ? 

The Witness: Yes, whenever that would be. 

The Court: Was she sixteen or seventeen when 
she graduated ? 

The Witness: Probably seventeen. She must 
have been about seventeen when she started college. 

Th Court: She would have started at Mills in 
1943 or 1944, is that right? 

The Witness: Probably. 

The Court: Now, she is now attending the Uni- 
versity of California ? 

The Witness: That is right. [132] 

The Court: What year is she in? 

The Witness: I think she is a junior. 

The Court: What is she studying ? 

The Witness: General education. 

The Court: General arts course ? 

The Witness: Well, I don’t know exactly. She 
has changed so much. 

The Court: I guess that is all. 

Mr. Latham: You may step down. 

(Witness excused.) 

Mr. Latham: Mr. Harris, will you be sworn and 
take the stand? 

Whereupon, 
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called as a witness for and on behalf of the Peti- 
tioners, having been first duly sworn, was exam- 
ined and testified as follows: 


The Court: State your name, please. 
The Witness: Morris Harris. 


Direct Examination 
By Mr. Latham: 


@. You are Morris Harris, one of the petitioners 
in this proceeding? A. Yes, sir. 

@. Where do you reside? [133] 

A. 10398 Sunset Boulevard. 


Q. Los Angeles? A. Los Angeles. 
Q. The witness who preceded you is your wife, 
Mrs. Anna Harris? A. That is right. 


Mr. Latham: If your Honor please, to expedite 
this situation, rather than merely ask the witness 
the same questions which I asked of the last wit- 
ness, I would simply like to ask— 

By Mr. Latham: 
Q. You have heard the testimony of Mrs. Har- 


ris, Who preceded you on the stand ? A. Yes. 
@. Are the statements which she made correct 
insofar as you know? A. Yes. 
Q. Have you anything to add in connection with 
this situation, to her testimony ? A. No. 
The Court: Do you want to ask the witness any 
questions ? 


My. Mather: No, your Honor. 
Mr. Latham: That is all. 
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The Court: I want to ask the witness a few ques- 
tions. [134] 


By the Court: 


Q. You went into this business back in the 
early part of the 1900’s, did vou? A. 1909. 

Q. 1909. How did you acquire your interest in 
the business; did you purchase it? 

A. No, I opened the business; I was the origin- 
ator of the business. 

Q. Do you keep your earnings in the business, 
build up the capital? A. Yes, I am. 

Q. Are you the manager of the business. 

A. Yes, I am. 

Q. In 1941, about what was the volume of vour 
sales ? 

A. I couldn’t remember offhand; probably 
around a couple of million dollars; I don’t remem- 
ber exactly but I figure it was-— 

Q. About how many people did you have; how 
many employees in 1942? 

A. 1942, around 400. 


®. About 400? A. Yes. 
Q. Where do you carry on this business; in a 
plant? 


A. In a plant in Los Angeles, and right now 
we have another place of business in Texas. [135] 

Q. . In 1942, you had just the plant in Los An- 
zeles ? 
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A. In 1942 we had the place in El Paso, Texas 
too, a small place. 

Q. How many people did you employ in El 
Paso? 

A. Well, in El Paso, off and on, around 300. 

Q. In 1942? 

A. No, not in 1942. In 1942 probably around 
100. 

Q. Where is your plant located, in Los An- 
geles? A. 110 West 11th. 

@. Is that down town? A. Down town. 

Q. Do you own the plant? 

A. I own the building of the plant, yes. 

Q. About how much did you consider your plant 
was worth, your land and building, in 1942? 

A. Well, in 1942 real estate was not very high. 
Probably around $300,000, $350,000, building alone 
without the equipment. 

Q. About $300,000, $350,000. What kind of 
equipment do you have in your plant? 

A. All kinds of machinery, sewing machines 
and everything. 

Q. What kind of clothes do you make? 

A. Work clothes and sport clothes. 

Q. Men’s or women’s? A. Men’s. [136] 

Q. How many managers or foremen do you 
have to have? 

A. Well, we have several floorladies upstairs, 
and then one superintendent. 

Q. That was true in 1942? 
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This was true for the last fifteen years. 
Do you employ salesmen? A. Yes. 
Do you have to do that to sell your goods? 
Yes. 

Where do you sell your goods? 

Now, all over the United States. 

In 1942 did you? 

In 1942, up to the Rocky Mountains only. 
Just on the Pacific Coast and Rocky Moun- 
tain region? A. That is right. 

Q. About how many salesmen did you employ 
in 1942? 

A. We had, off and on, between 10 and 12. 

Q. How did you employ them; on a salary or 
commission ? 

A. Commission; all on commission. 

Q. About how many customers did you have; 
did you have a lot of customers or did you just 
have some main outlets? 

A. A long time ago we used to work just in 
department stores. Right now we sell most of our 
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stuff in chain stores. 
Q. But, in 1942 you were selling to chain stores 


too? ' A. Yes. [137] 
Q. Did you draw a salary in 1942? 
A. Yes. 


Q. How much was your salary in 1942? 

A. I couldn’t remember offhand. It seems to 
me around $200 a week if I can remember right. 

Q. About $200 a week? - A. Yes. 
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Q. Then what did you do, distribute; did you 
have a drawing account or distribute profits, at the 
end of the year to yourself? 

A. JI had a drawing account against my profits. 

Q. Now, after these accounts were set up on 
the books in 1942, did you have your bookkeeper 
allocate certain—a certain percent of profits to 
your son and to your daughter? A. Yes. 

Q. What happened to those allocations of prof- 
it; did they remain there? 

A. They were left in the business. 

Q. Children didn’t have drawing accounts? 

A. They could have drawn if they wanted to, 
but they didn’t. 

Q. They didn’t draw anything out? 

A. No. 

Q. Now, when you made that arrangement, your 
son didn’t put any machines or money or anything 


into the business? [138] A. No, except he— 
Q. The answer is, he didn’t put in any capital? 
A. No eapital. 
@. Did he put in any capital, yes or no? 
A. He did not. 
Q. He wasn’t a foreman? A. No. 
@. He was not a salesman? 
A. No, he was doing general work. 
Q. He was about seventeen ? 


Mr. Latham: Nineteen. 
The Court: But he was doing some work around 
the plant for three months in his vacation? 
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The Witness: Yes. 

The Court: That is all. I have no other ques- 
tions of Mr. Harris. 

The Witness: He went to a textile school at 
night. 

Mr. Latham: I have just two matters, your 
Honor. 

Mr. Latham: 

Q. Mr. Harris, this salary that the Court spoke 
to you about, was charged against your drawing 
account ? A. Drawing account, yes. 

Q. Not in addition to your percentage of 
profits ? A. No. 

Q. Albert worked at the company’s plant prior 
to 1942, [139] did he not? A. Yes. 

Mr. Latham: I have nothing further. 

The Court: Now, on that, he was in school, 
wasn’t he? 

The Witness: But whenever he had spare time 
he used to come over and help us. 

Mr. Latham: We will stipulate, of course, that 
he was in school continuously, except for summer 
vacations. 

The Witness: He was preparing himself to go 
into the business. 

The Court: I guess that is all, Mr. Harris. 

(Witness excused.) 
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Whereupon, 
ALBERT P. HARRIS 


called as a witness for and on behalf of the Peti- 
tioners, having been first duly sworn, was examined 
and testified as follows: 


The Clerk: State your name for the record. 
The Witness: Albert P. Harris. 


Direct Examination 
By Mr. Latham: 


Q. You are Albert P. Harris? 

A. That is right. 

Q. You are the son of Mr. Morris Harris and 
Mrs. Anna [140] Harris who preceded you on the 
stand ? A. Yes. 

Q. How old are you? A. Twenty-four. 

Q. And where do you live? 

A. 103898 Sunset Boulevard. 

The Court: That is your parents’ address? 

The Witness: Yes. 


By Mr. Latham: 


Q. You are about to be married? 

A. Correct. 

Q. What is your occupation? 

A. Well, I don’t have any title down there. I 
just do general work, trying to help my father. I 
sign the checks, 1 have done some buying made a 
couple of trips back and forth between the two 
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factories. I wait on customers there—well, I just 
sort of— 

Q. You are connected with the Union Manufac- 
turing Company, are you not? A. Yes, T am. 

Q. When did you finish high school? 

A. Finished high school in the summer, June 
1941. 

@. You were then eighteen years old? 

A. Yes, 

The Court: What high school did you ge to? 

The Witness: Los Angeles High. 

By Mr. Latham: 

Q. In Los Angeles? A. Yes. 

@. Then what did you do? 

A. I went back east in September to the Uni- 
versity of Virginia, and I went to college there 
for the next year. 

@. For the year that ended in June of 1942? 

A. Yes. 

@. What was the nature of the course that you 
took there? 

A. It was just a general first year, freshman 
course; nothing specific. 

Q. You returned to Los Angeles in the — in 
June or whenever school was out, in 1942? 

A. Yes. 

Q. Prior to that time, prior to the summer of 
1942, had you worked in the offices or plant of the 
Union Manufacturing Company ? 

A. I had been down there off and on helping 
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out. I came down with dad sometimes, with dad 
on week ends and came down after school at times 
and helped out. 

Q. That was after school during vacation per- 
iods? 

A. Even earlier than that. I used to come down 
with my father and work around there, and then 
after school at times. [142] 

Q. Prior to the summer of 1942, had you ever 
considered with your parents whether or not you 
would enter that business? 

A. Well, it had always been my ambition to go 
in some day with my father, when I was old 
enough. That was my intention, when I finished 
high school, but at that time they wanted me to 
go to college and I obeyed them and went to 
college. 

Q. You say you wanted to go directly into the 
business from high school? A. Yes. 

Q. Why didn’t you? 

A. They told me at that time that I would be 
more help in the business if I have a college 
education. 

Q. When you came back to Los Angeles, we 
will say, June of 1942, what did you do? 

A. Well, at that time I was pretty fed up with 
college. I had spent a year there like they wanted 
me to, and I didn’t particularly care for it. I didn’t 
want to go—I wanted to go into the business, and 
I felt like that past year was just wasted. I spent 
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a full four years there and I still would have had 
to start from scratch, so when I came back then, I 
told my parents at that time that I didn’t care 
much for it, and that I wanted to go into the 
business. 

They saw that my mind was firmly made up, so 
at that [143] time there was some talk about my 
going into the business, but they thought I should 
have a little more education and it would be best 
if I had definitely made up my mind at that time 
to get a little more education in the textile field. 
So, during that summer I went to U.S.C. and took 
a course there for the three months I was home, 
at night, in textiles. 

During the day I was down at the factory, help- 
ing out, doing various things down there. 

@. You worked throughout the summer at the 
plant and went to a special textile school at night? 

A. Yes, I did. 

@. When the fall of 1942 came, what did you 
do? 

A. The fall of 1942, I went to Raleigh to the 
textile school, in North Carolina, and I was there 
until—well, in December, I believe it was, I then 
enlisted in the Army, because I figured I would 
rather go in that way than to be drafted, when T 
saw J would have to go anyway. 

I returned home at Christmas and at that time 
we talked about the partnership, and it was defi- 
nitely established at that time that the first of 
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next year, that my sister and I would become part- 
ners, 

I went back there and I was at school until the 
first part of April. 


Q. 19432 
A. Yes, 43, until I was called for active duty. 
Q. Called into the Service? A. Yes. 


Q. How long were you in the Service? 

A. J was in the Service from April, 1943, until 
January, 1946, when I was discharged. About 33 
months. 

Q@. When you were discharged, what did you 
do? 

A. I immediately went back into the business 
there. I went in the next week. 

Q. Decided you didn’t need any more college? 

A. Well, I figured what college I could get, I 
would get at night, and I went to U.S.C. again. 
I don’t know how many more units I took. I also 
went to U.C.L.A. and took up a bookkeeping course 
there at night and also went to the business school, 
Southwestern University Business College and I 
took some more courses there. I felt they would 
definitely help me in the business. 

Q. Since your discharge from the Army in Jan- 
uary of 1946, you devoted all your daylight hours 
to this business? 

A. Yes, I did. All my schooling was at night. 

Q. State the nature of your activities since your 
return ? 
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A. You mean when I first came back? 

@. Yes. What in general have you done in the 
last two years? 

A. When I first returned, I wanted to get a 
thorough [145] knowledge of the business, and I 
spent most of my time in the factory. for the first 
couple of months, seeing how our business operated 
and how the garments were made. Then, as I 
gradually knew what was going on there, I came 
down into the office and I waited on customers and 
helped with the filling of the orders, shipping and 
so forth like that. 

Then, at that time, I also—around that time, I 
went back east on a buying trip with my uncle. 
My dad generally went, but I went this time and 
helped my uncle back there. I had also been to 
El Paso, our other plant, to handle some matters 
there. 

It was the first of 1947, if I am not mistaken, 
that my uncle passed away, who was in the business 
with us, and at that time I fell heir to a lot of 
work down there. ‘rom that time on I was in the 
office handling most of the sales, customers and 
buying and handling the checks, signing of the 
checks and, well—generally, just about everything, 
so that I could make it as easy as possible on my 
dad. 

Also, I went to El Paso again on some matters 
over there. 

Q. Now, going back to 1942, before you re- 
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turned to North Carolina to school, it had been 
definitely understood and agreed that as soon as 
your schooling was completed, or whenever you 
got out of the Service— 

Mr. Mather: Just a moment. Let the witness 
testify, [146] if you don’t mind. 

Mr. Latham: I will withdraw that. 
By Mr. Latham: 

@. What was your understanding at the time 
you returned to North Carolina, in the fall of 1942? 

A. I definitely understood that, at the end of 
that year, I would become a partner, along with 
my sister, Betty? 

@. When was that to be? 

A. Well, we had talked about it in June when 
I came back, and it was my understanding that, 
at the end of the year, both of us would go in 
there as partners and when I came home in De- 
cember of 1942, we definitely, I mean, it was defi- 
nitely understood then. 

@. Discussed and agreed? A. Yes. 

Mr. Latham: ‘That is all. 

Cross Examination 

By Mr. Mather: 

Q. In December when these conversations about 
a partnership were had, who was present? 

A. Mother, daddy, Betty and myself. 

Q. Just what was said? 

A. Well, we talked about it and my father 
wanted me to come in for some time. I was anxious 
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to go in then, but they wanted me to go back, so 
they said they would give me this, [147] but T had 
to go back though for at least another year. I don’t 
—I mean—exactly what was said at that time, is 
rather vague now, but it was understood I would 
go back until at least, I had a knowledge so I 
could go about the business. 

Q. You were still going back to school in De- 
cember, weren’t you? A. Yes, I was. 

@. You did go back to school in North Caro- 
lina ? A. Yes. 

Q. Now, during 1942, did you know anything 
about the operation of the business ? 

A. As much as a boy of my age would know 
about it. 

Q. Well, was that any or a lot? 

A. As much as anybody would know; probably 
a little more, because I had an interest in it and 
I went down there on my own time. I just liked 
to be down there and see what was going on. It 
had been my intentions for some time, because my 
father wanted to sell the business back in 786 or 
37, and I told him then that I would lke to go in. 

Q. You testified that when you came back in 
1946, you immediately went into the business and 
you went down there to learn how garments were 
manufactured and how the business was operated, 
didn’t you? 

A. I wanted a thorough knowledge at that time 
of everything. I just didn’t want to step in down 
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at the office [148] and tell people what to do, when 
you don’t know absolutely everything about it your- 
self. 

@. Your uncle understood the business and 
knew how it was operated, did he not? 

A. I did have two down there. 

Q. But the one you testified with respect to 
that is no longer with them. 

A. He understood a certain phase of the busi- 
ness, he didn’t understand it all. 

Q. Do you understand all the phases of the 
business yet? 

A. I think as well as you could learn in the 
couple of years I have been down there. 

Q. Do you or don’t you understand it all now? 

A. Yes. 

Q. In helping out, what did your duties consist 
of, m 742? A. What do you mean? 

Q. Running errands? 

A. No. A little more than that. I came down 
there and filled orders, helped pack merchandise, 
put away the stock. Generally, during the summer, 
that is our busy time, and we have an abundance 
of work down there, and I used to come in during 
that period and help them fill all the orders and 
help pack. [149] 

@. About what salary would they pay someone 
to perform the duties you performed in helping 
out in 1942? 
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(Testimony of Albert P. Harris.) 

A. I wouldn’t know at that time. I know what 
they pay them now. 

Mr. Mather: That is all. 

Mr. Latham: We have nothing further. 

Mr. Mather: Respondent rests. 

Mr. Latham: Petitioner rests. 

The Court: How about the bookkeeper? I would 
like to have the woman that kept the books for 
the company take the stand. I just have a few 
questions. 


Whereupon, 
JUNE GOODENOUGH, 


called as a witness for and on behalf of the Peti- 
tioner, having been first duly sworn, was examined 
and testified as follows: 


The Court: State your name, please. 
The Witness: June Goodenough. 


Direct Examination 
By the Court: 


Q. Now, Miss Goodenough, I want to ask you 
to give us the facts about the capital set-up of 
Union Manufacturing Company, prior to January 
1, 1942. This business has been in existence since 
around 1907. 

A. 1909 is the date, 1 believe. [150] 

Q. ‘The assets of the business, as 1 understand 
it, consisted of, in 1942, two plants, machinery, in- 
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(Testimony of June Goodenough.) 
vested capital, accumulated surplus, and so forth? 

A. That is right. 

Q. Now, some of the books and accounts of the 
Union Manufacturing Company have been brought 
into the Court this morning. Is there anything here 
in the nature of a balance sheet, as of December 
ol, 1941, that would show the assets and liabilities 
of that business? 

A. Well, I have not brought any in; not to my 
knowledge. 

The Court: Have you anything of that kind, Mr. 
Mather ? 

Mr. Mather: There is a balance sheet, if your 
Honor please, in the partnership return, one of the 
partnership returns, and I have balance sheets here 
for 1942 and 1943. 

The Court: Well, it would be helpful to have 
a balance sheet in evidence, so that we would under- 
stand what capital set-up of this business is. Ordin- 
arily, there isn’t a place on a partnership return 
for a balance sheet. It is attached to the partner- 
ship return schedule of certain depreciable prop- 
erty, but 1 think that is all. 

Mr. Latham: Here is one which Mr. Mather has 
for December, 1942 and December, 1943. [151] 
By the Court: 

Q. ‘Then, 1 will ask you to look at the balance 
sheet for December 31, 1942. Now, if you didn’t 
prepare the balance sheet or don’t know anything 
about it, you will have to say so. 
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(Testimony of June Goodenough.) 

A. I did prepare it. 

Q. You did prepare that balance sheet. You 
prepared that from the books of the company? 

A. That is right. 

Q. That is a true statement of the assets and 
habilities ? A. Yes, it is. 

Q. I show you a balance sheet dated December 
31, 1943. Did you prepare that? 

A. Yes, I did. 

The Court: Now, I would like to have these 
introduced in evidence by whomever wishes to pre- 
sent them. 

‘Mr. Latham: I will offer these as Petitioners’ 
exhibits, whatever they are, 15 or 16. 

Mr. Mather: I thing it is 16 and 17. 

The Court: Balance sheet for December 31, 
1942, will be received in evidence as Exhibit 16. 


(The document above-referred to was re- 
ceived in evidence and marked Petitioner’s 
Exhibit No. 16.) 

[Petitioner’s Exhibit No. 16 is set out in 
full, page 159, of this printed Record. ] 


The Court: Balance sheet as of December 31, 
1943, [152] is received in evidence as Exhibit 17. 


(The document above-referred to was re- 
ceived in evidence and marked Petitioners’ 
Exhibit No. 17.) 

[ Petitioners’ Exhibit No. 17 is set out in 
full, page 160, of this printed Record. ] 
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(Testimony of June Goodenough.) 
By the Court: 


Q. Now, if you will refer to Exhibit 16, you 
will find there the capital accounts. Now, what 
capital account do we have on that balance sheet? 

A. For Mr. M. Harris and one for Mrs. A. 
Harris. 

Q. M. Harris and what is the amount of his 
capital ? A. As of the end of the year? 

Q. End of 1942. A. $471,351.04. 

Q. Now, Mrs. Anna Harris is shown as having 
what capital? A. $465,558.79. 

Q. That is the amount after the addition to 
the previous balance of capital of one-half of 1942 
profits, for each, less income taxes and less the 
amount withdrawn during the year? 

Now, we have in evidence capital account of Mr. 
Morris Harris and Mrs. Anna Harris, Exhibits 12 
and 13. Now, will you look at Exhibit 12. You find 
the balance for his capital account as of December 
31, 1941. Would that be $359,709.94 ? 

A. Yes, because at that time we had two ac- 
counts; one [153] for capital, accumulated profit, 
and we combined them at the end of January, that 
year. 

Q. You did. But, would you help me find that 
here ? 

A. That is this figure, $359—these two added. 

Q. You transferred as of January 31, 1942, one- 
half of accumulated profits to the capital account. 
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(Testimony of June Goodenough.) 
That would be like one-half of surplus, wouldn’t 
it, or accumulated profits? 

A. It would mean half, but probably wouldn’t 
be the identical amounts, because the drawings were 
transferred to that account during the year. 

Q. The transfer, $294,705.94—that gave a total 


of $359,705.94. A. Yes. 
Q. Was the same transfer made in the case of 
Mrs. Anna Harris? A. Yes. 


Q. Now, we get to Anna Harris’ account and 
you have an entry here, January 31, 1942. This is 
the credit side, is it not? A. Yes. 

Q. On the credit side of the account, transfer 
some accumulated profits, account journal, 117, 
$259,699.14, which made a total of $334,669.14. That 
is the balance which is shown on the balance sheet 
for December 31, 1942 as the total [154] of her 
capital account. 

Now, when these accounts were set up on the 
books for each one of the children, each was to 
receive a one-sixteenth interest? 

A. That is right. 

Q. Now, what did you do to effect that in set- 
ting up the capital account for Albert? He received 
his interest, according to the Petitioners’ theory 
from his mother, so, there would be a reduction, 
wouldn’t there, in her capital account? 

A. Yes. 

Q. Now, where do you have the reduction in 
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(Testimony of June Goodenough.) 
her capital account? His account is opened, isn’t 
it? 

A. As a matter of fact, the two names were 
switched here. That would be Albert and the other 
Betty, but there is the same amount involved. 

Q. Now, wait a minute, according to the books, 
it was Morris Harris’ capital account which was 
charged with some amount for a new capital ac- 
count for Albert, is that right? 

A. That is right. 

Q. And his account was charged on September 
16, 1943, with $34,083.70; is that right? 

A. That is right. 

@. Then, was the capital account for Albert 
opened with that amount? [155] 

A. That is right. 

Q. Where do we find that? 

A. The top figure. 

Q@. We find that account opened then, as of 
January 1, 1943, although the transfer was made 
on September 16, 1943? A. That is right. 

@. ‘Then, the capital account of Anna Harris, 
Mrs. Anna Harris, was charged on September 16, 
1943, with $34,083.70 and as of January 1, 1948, 
a capital account was opened in the name of Betty 
by an entry of $34,083.70, is that right? 

A. That is right. 

Q. Now, then, looking at the account for Albert 
and Betty, what do we have here? As of December 
31, 1943, we have a credit of $21,870.95 in his 
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(Testimony of June Goodenough.) 
account, and a credit in Betty’s account of the 
same amount, and that is supposed to be what? 

A. One-sixteenth share of the profits for the year. 

Q. 19432 A. Yes. 

Q. Now, the debit in each account for 1943 is 
$9,879.79. What was that for? 

A. That is to pay the estimated income tax for 
1943. 

Q. Federal and state or federal? 

A. Federal. 

Q. Just federal ? A. Federal. [156] 

Q. Now, the debit entries were to represent 
withdrawals, wouldn’t they ? 

A. Yes, your Honor. 

@. The credit entries represent increases in the 
account ? A. Yes. 

Q. So, with that explanation we can understand 
these exhibits, is that right? A. Yes. 

The Court: Do you want to ask the witness any 
questions ? 

Mr. Mather: There is one question I would like 
to ask. 

Cross Examination 

By Mr. Mather: 

Q. You spoke of two businesses. They didn’t 
acquire the El Paso business until 1943, did they? 

A. 1940. It is the same business, however. 

Q. Was it a new building they bought down in 
El Paso in 1943? 
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(Testimony of June Goodenough.) 

A. I believe it was. The building was acquired 
at that time, at the present location. 

Mr. Mather: I have nothing further. 

The Court: That concludes the hearing in this 
proceeding, and the dates will be read now by the 
clerk for [157] the briefs, allowing 15 days extra 
time for reply briefs. 

The Clerk: March 16 for the original briefs 
ahd reply briefs on April 16. 

(Whereupon, at 4:30 o’clock p.m., Thursday, 


January 29, 1948, the hearing in the above- 
entitled matter was closed.) 


[Endorsed] : T.C.U.S. Filed Feb. 20, 1948. [158] 


PETITIONERS’ EXHIBIT No. 1 
Form 540 


State of California—Income Tax Division 
INDIVIDUAL INCOME TAX RETURN—RESIDENT 


For Gross Incomes of More Than $5,000 From Salaries, Wages, 
Dividends, Interest, Annuities, and for Incomes From Other 
Sources Regardless of Amounts (See Instruction B). 


For Calendar Year 1942 
of fiscal year begun.................... , 1942, and ended.................... , 1943 


MORRIS HARRIS 
10398 Sunset Boulevard, Los Angeles, California 


— 


Are you a resident of the State of California? Yes. 

2. Were you married and living with husband or wife during 
taxable year? Yes. 

3. Are all items of income or deductions of both husband and 
wife included in this return? No. 

4. State (a) Name of husband or wife if a separate return was 

made: Anna Harris. 
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* &£ & * 


6. 


13. 


How many dependent persons (other than husband or wife) 
received their chief support from you during your taxable 
year: (a) Under eighteen years of age: Three. 

*k * 


Check whether this return was prepared on the cash [x] or 
accrual [ ] basis. 


. State your principal occupation or profession: Partner— 


Union Mfg. Co. 
Did you file a state return for any prior year? Yes. If so, 
what was the latest year? 1941. 


. Did you file a return with the Federal Government for 1942, 


or fiscal year stated herein? Answer ‘‘yes’’ or ‘‘no’’: Yes. 
If the answer to No. 11 is ‘‘yes,’’ state amount of net income 
(or loss) reported on the Federal return. Net income (or 
loss) : $228,931.78. 

Has the Federal Government assessed or proposed to assess 
any additional income tax for 1940: No. 1941: No. 


INCOME 

* * 

IDPS oo ee $ 504.37 

Interest on (a) bank deposits, notes, ete., $.......... : 

(b) corporation bonds §............ <2, 17.52 

% & 

Rents and royalties (from Schedule B)................ 17,495.06 
e+ * * 

Income (or loss) from partnerships, syndicates, 


* * 


14. 
* * 
18. 
IE 


pools, ete. (furnish names and addresses) Union 
Manufacturing Co., 110 West 11th St. L. A......... 927,235.34 
Income from fiduciaries (furnish names and ad- 
adresses) Union Ranch, 110 West llth St., L.A. 729.67 


* * —————— 

. Total Income in Items 1 to 10.............0.00 2. $245,981.96 
DEDUCTIONS 

Contributions (explain in Schedule E) 

Seo cele ills: eee aepremnneninerenennererrrere ieee...) $ 1,581.37 

* * 

Taxes (explain in Schedule E) See schedule........ 2,860.23 

* * i oer nm ics 

Total Deductions in Items 12 to 17..................--.... $ 4,441.60 


Net Income (Item 11 minus Item 18).................... $241 540.36 
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COMPUTATION OF TAX (See Instruction 24) 


20. Net Income (Item 19 above) ..........seccscceceecceeeeeceee $241,540.36 
21. Less: Personal exemption (See 
Instructions: 21-22 \ eye eee $2,500.00 

22. Credit for dependents............0......... 1,200.00 3,700.00 
23. Balance subject to Tax..i......0....ccccccccceccceceeeeceecceeeeees $237,840.36 
248 Vax (See Instruction 24) .......--cs-4 eee $ 26,747.65 
* © & & —————————eEeer 
come palance Ol Wax seo 0 ee cee ee $ 26,747.65 


AFFIDAVIT (See Instruction F) 

I swear (or affirm) that this return (including its aceompany- 
ing schedules and statements, if any) has been examined by me, 
and to the best of my knowledge and belief is a true, correct, and 
complete return, made in good faith, for the taxable year stated, 
pursuant to The Personal Income Tax Act. 


This declaration made under penalty of perjury 
(If return is made by agent, the reason therefore must be 
stated on this line.) 


(Signature) 

(If this is a Joint return (not made by agent), it must be 
signed by both husband and wife, but it need be sworn to before 
a proper officer only by the spouse preparing the return. If 
neither or both prepare the return, it must be sworn to by both 
spouses. ) 


Subseribed and eworm’ tO: DY) 2.....:sc-ceecs oot before 
TOG TIIS..<.---002-2 day of March, 1943. 


(Signature and title of officer administering oath.) 


SCHEDULE A—Interest on State, Municipal, and Other 
Bonds or Obligations (See Instruction 4) 
3. Interest 


2. Amount Received 
1. Bonds or Obligations Owned or Acerued 
© * £ € 
(b) Obligations of the United States, or 
of the District of Columbia.......... $38,000.00 $97.50 


« * * ¥ 
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MORRIS HARRIS—1942 CONTRIBUTIONS 


Line 12 
One-half contributions $1209.86 


Union Manufacturing Company—a partnership. University 
Religion Conference $10.00; Friday Morning Club Fund 
$2.50; Los Angeles Science League $2.20; U. S. O. $43.00; 
Council Thrift Shop $5.75; Open House Fund $20.00; 
Temple Sisterhood $3.50; Westwood Auxiliary Defense 
$10.00; Haddassah Fund $9.90; Los Angeles Philamarnic 
Fund $5.00; Hollywood Guild $10.00; Home for Aged 
$3.00; Women’s Emergency Corps, $10.00; Russian Relief 
$16.50; Wilshire Boulevard Temple $100.00; Vista Del 
Mar Fund $8.50; Council of Jewish Women $28.91; Julia 
Ann Nursery $5.00; Red Cross $15.00; Helping Hand 
$59.25; Community Center $3.50—Total $1581.37 


Line 14—Federal 


City & County taxes $2651.37; Auto License taxes $48.80; 
Auto Stamp taxes $27.21; Amusement taxes $81.12; Phone 
taxes $30.53; U. S. Luxury taxes $21.20; Gasoline taxes, 
$45.75; Sales taxes $155.49; Calif. Income taxes $12,407.34— 
Total $15,468.81. 


Line 14—State of Calif. 


City & County taxes $2651.37 ; Auto License taxes $48.80; 
Auto stamp taxes $27.21; Amusement taxes $81.12; Phone 
taxes $30.53; U. S. Luxury taxes $21.20—Total $2860.23. 


Morris Harris, Los Angeles, Calif.—1942 


Profit 

Rents Deprec. Rep. Other Exp. & Loss 

Brick $29,880.00 $4,383.14 $7,828.61 $17,668.25 
Stucco 2,100.00 1,100.00 $44.91 1,128.28 173.19* 

Gain. ee $17 495.06 


* Loss 


Line 1—Insurance $772.53 ; Interest $3937.50; Taxes $3118.58— 
Total $7828.61. 


Line 2—Gardner $246.59, fertilizer $24.72, cleaning $179.00, in- 
surance $25.00, taxes $594.93, association dues $12.00, light- 
ing $46.04—Total $1128.28. 
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Schedule of Depreciation 


Deprec. 
Acq. Cost Allowed Rem. Cost Life 1942 
Line 1— 
brick 1923 $219,387.19 $74,529.34 $144,857.85 2% $4,383.14 
Line 2— 
stucco 22,000.00 1,600.00 20,400.00 5% 1,100.00 
[Endorsed]: T.C.U.S. Admitted in evidence Jan. 


29, 1948. 


PETITIONERS’ EXHIBIT No. 2 
Form 540 


State of California—Income Tax Division 
INDIVIDUAL INCOME TAX RETURN—RESIDENT 


For Gross Incomes of More Than $5,000 From Salaries, Wages, 
Dividends, Interest, Annuities, and for Incomes From Other 
Sources Regardless of Amounts (See Instruction B) 


For Calendar Year 1942 
or fiscal year begun.................... , 1942, and ended.................... , 1948 


ANNA HARRIS 
10398 Sunset Blvd., Los Angeles, Calif. 


i 


Are you a resident of the State of California? Yes. 
2. Were you married and living with husband or wife during 
your taxable year? Yes. 
3. Are all items of income or deductions of both husband and 
wife included in this return? No. 
4. State (a) Name of husband or wife if a separate return was 
made: Morris Harris. 
* * k ¥ 
8. Check whether this return was prepared on the cash [x] or 
accrual [ | basis. 
9. State your principal occupation or profession: Partner 
Union Mfg. Co. 
10. Did you file a state return for any prior year? Yes. Ifso, 
what was the latest year? 1941. 


11, 


12, 


13. 


*% & 


tL. 


ing 
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Did you file a return with the Federal Government for 1942, 
or fiscal year stated herein? Answer ‘‘Yes’”’ or ‘‘No’’: Yes. 
If the answer to No. 11 is ‘‘ Yes,’’ state amount of net income 
(or loss) reported on the Federal return. Net income (or 
loss) : $215,785.09. 

Has the Federal Government assessed or proposed to assess 
any additional income tax for 1940: No. 1941: No. 


INCOME 

> * 

IDNA ee ee $ 1,664.38 

Interest on (a) bank deposits, notes, ete., $.......... : 

(b) corporation bonds, $.......... (nga 125.71 

* * 

Rents and royalties (from Schedule B)................ *6§28.56 

* * 

Income from fiduciaries (furnish names and ad- 

dresses) Union Manufacturing Co., 110 West 

ida Sh, 1s 2 227 235.34 

%* * —— 

Rotaleineome in Items 1 to 10.._.........-sces.--sccceereoee: $228,396.87 

* Loss. 

DEDUCTIONS 

Contributions (explain in Schedule E).................. $ 1,209.86 

* ———— 

Total Deductions in Items 12 to 17.........000..000.0...- $ 1,209.86 
. Net Income (Item 11 minus Item 18).................... $227,187.01 

COMPUTATION OF TAX (See Instruction 24) 

Net Income (Item 19 above)..............-....:---:::ese0ee+ $227,187.01 

. Less: Personal exemption (See Instructions 21- 
22)—Taken by husband 

* ® er 
me balrncermsubyect to Tax.............-.--....---csseceeneesecessecees $227,187.01 

Ameceesimstriction 24) ..........-........s-..00-cee oes $ 25,256.18 

* * —————— 

Wer Mie VCC MEU MUR X02. 5c os. c-eseotaveneecnsscncnsaassancnteanderersers $ 25,256.18 


AFFIDAVIT (See Instruction F) 


I swear (or affirm) that this return (including its accompany- 
schedules and statements, if any) has been examined by me, 


and to the best of my knowledge and belief is a true, correct, and 
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complete return, made in good faith, for the taxable year stated, 
pursuant to The Personal Income Tax Act. 


This declaration made under penalty of perjury 
(If return is made by agent, the reason therefor must be 
stated on this line) 


(Signature) 


(If this is a joint return (not made by agent), it must be 
signed by both husband and wife, but it need be sworn to before 
a proper officer only by the spouse preparing the return. If 
neither or both prepare the return, it must be sworn to by both 
spouses. ) 


Subserbedeand sworn to by... before me 


(Signature and title of officer administering oath.) 


SCHEDULE A—Interest on State, Municipal ,and other Bonds 
or Obligations (See Instruction 4) 


3. Interest 
2. Amount Received 
1. Bonds or Obligations Owned or Accrued 
* * & * 
(b) Obligations of the United States, 
or of the District of Columbia........ $18,000.00 $97.50 
* * * 


SCHEDULE B—Income from Rents and Royalties 
(See Instruction 5) 
3. Depree. 4. Repairs 5. Other Ex- 
1. Kind of 2. (Explainin (Explain penses (Item- 
Property Amount Sehed. F) below) ize below) 
No rent received none $300.00 $87.93 $240.63 
Explanation of deductions claimed in Columns 4 and 5: 
Gardner $75.00; insurance $12.50; taxes 150.58; lighting $2.55— 
Total $240.63. 


[Endorsed]: T.C.U.S. Admitted in evidence Jan. 
29, 1948. 
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This Agreement, made in duplicate and entered 
into this 2nd day of January, 1924, by and between 
Morris Harris and Anna Harris, husband and wife: 

Whereas, the above named parties are desirous of 
associating themselves together for the purpose of 
carrying on the business of manufacturing work 
clothing, and, 

Whereas, the said Morris Harris is now the sole 
owner of the following described property and the 
business known as the Union Manufacturing Com- 


pany: 


Inventory of stock on hand...... $75,563.49 
Accounts receivable ............ 42,220.95 
Insurance (prepaid) ........... 246.28 
iemikesee 308.40 
WCMIIGI Vee oe. ee ee cee eee ees 2,622.50 
SO,” 188.79 


Now, Therefore, the said Morris Harris for and 
in consideration of the sum of ten dollars and other 
good and valuable considerations, receipt whereof 
is hereby acknowledged does hereby grant, bargain. 
sell and convey unto the said Anna Harris a one-half 
interest in the above mentioned property. 

It is mutually agreed by and between the respec- 
tive parties hereto that all of the hereinbefore men- 
tioned property shall immediately become partner- 
ship property to be used in the business known as the 
Union Manufacturing Company. 

It is mutually agreed by and between the respec- 
tive parties hereto that they shall and will, at all 
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times during the continuance of this agreement, 
bear, pay and discharge equally between them, all 
expense that may be required for the support [165] 
and management of said business; that all gains, 
profits and increase that shall come, grow or arise, 
from or by means of said business shall be divided 
between them share and share alike, and all loss that 
shall happen their joint business shall be borne and 
paid equally between them; that there shall be kept 
at all times during the continuance of this agree- 
ment just and true books of account. 


This agreement shal] remain in full force and ef- 
fect for the term of ten years from the date hereof 
unless sooner abrogated and cancelled by mutual 
consent of the parties hereto. 


In Witness Whereof, the parties hereto have set 
their hands. 


MORRIS HARRIS 
ANNA HARRIS 


[Endorsed]: T.C.U.S. Admitted in evidence Jan. 
29, 1948. 
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PETITIONERS’ EXHIBIT No. 5 


Form 1065 United States 


PARTNERSHIP RETURN OF INCOME 1944 
(To be Filed Also by Syndicates, Pools, Joint Ventures ,Ete.) 


For Calendar Year 1944 
or fiseal year beginning.............. , 1944, and ending................ , 1945 


[Stamped]: Serial No. 8719718. Received Mar. 15, 1945. Coll. 
Int. Rev., Los Angeles, Cal. No. 4. 


UNION MANUFACTURING COMPANY 
110 West 11th Street, Los Angeles, California 


Business or Profession: Mfgrs. Men’s work clothing 


GROSS INCOME 
1. Gross receipts from business or profession........ $ 2,613,164.81 
2. Less cost of goods sold: 
(a) Inventory at beginning 


Ol oi $ 586,878.36 
(b) Merchandise bought 
oc | es 1,377,256.16 


(ce) Cost of labor, supplies, ete. 468,002.79 
(d) Total of lines (a), 


Meena: (6). ...cc-cnetee 2,432,137.31 
(e) Less inventory at end 
i ae 363,772.63  2,068,364.68 
3. Gross profit (or loss) from business or pro- 
fession (item 1 less item 2)...........-....--.:c---- $ 544.800.13 
“« & * * 
S UMOTIS o eeenereeee oeen eee 1,251.94 
* & & * 
12. Other income (state nature of income) : 
Discounts on Purchases ..............--2..0.:.c0c0-1:. 7,225.54 
is otal income in items 3 to 12......................... $ 553,277.61 
DEDUCTIONS 
14. Salaries and wages (do not include compensa- 
HIG E PAL UMETS ) .....-.--..s2280s+ URE accane eters $ 182,540.52 
lo, JOU? wa eee eee 26,700.00 
* * * F 


17. Interest on indebtedness (explain in Sched. F) 5,479.32 
18. Taxes (explain in Schedule C)................2----+-- 30,664.15 
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* € KE 


21. Depreciation (explain in Schedule E).............. 8,056.30 


* & € * 


24. Other deductions authorized by law 


(explain in Sehedule FP) S22... 66,383.55 
20, Total deductions in items 14 to 24....0......0000... $ 319,823.84 


26. Ordinary net income (item 13 less item 25).....$ 233,453.77 


* ££ & € 


[Stamped on face of page 1]: Revenue Agent in Charge, Los 
Angeles Division. Received Sep 18, 1945. Field. 


* & & 


SCHEDULE C.—TAXES. (See Instruction 18) 


Nature Amount 
Cityeand County taXes.....0..2 2. $ 9,079.23 
LU SUCT AIS Ss ase eco ns Se, ee esa, 322.00 
[DU 3 E510 ha VCS: rere eRe 5 oe oe 4,295.64 
SSCCIA MOOI Vo eee ees es bore ee 16,967.28 
Matal enter as item.19, pace 1) 2.2222... $ 30,664.15 
* € & ¥ 


SCHEDULE E.—DEPRECIATION. (See Instruction 21) 
9. Depreciation al- 
lowable this year 
See Schedule = 
Totalm@enter asutenm 2lpace |) 22s ee eee $8,056.30 


SCHEDULE F.—EXPLANATION OF DEDUCTIONS 
CLAIMED IN ITEMS 17 AND 24 


1. Item No. 2. Explanation 3. Amount 


See Schedule Se 
$66,383.55 


* & & * 
SCHEDULE H—CONTRIBUTIONS OR GIFTS PAID 
(See Instruction for Schedule I) 
Name and address of organization Amount 
See Schedule Pe 
Total (enter in column 9, Schedule [)...........--------s--sse0e $7,515.37 
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SCHEDULE I.—PARTNERS’ SHARES OF INCOME AND 
CREDITS (See Instruction for Schedule I) 


2. Ordinary net income 
less interest on Govern- 

1, Name and address of each partner ment obligations, ete. 
(a) Morris Harris, 10398 Sunset Blvd., Los Angeles..$102,136.03 
(b) Anna Harris, 10398 Sunset Blvd., Los Angeles.... 102,136.02 
(c) Albert Harris, 10398 Sunset Blvd., Los Angeles 14,590.86 
(d) Betty Harris, 10398 Sunset Blvd., Los Angeles... 14,590.86 


NOE $233,453.77 


Continuation of Schedule I 


9. Charitable 
Contributions 
(From Schedule H) 
$3,287.98 

3,201.00 

469.71 

469.71 


Mota lccsces.0 i $7,515.37 


QUESTIONS 


te 


Date of organization: 1909. 

2. Nature of organization (partnership, syndicate, pool, joint 
venture, etc.) : Partnership. 

3. Wasa return of income filed for preceding year? Yes. If so, 
to which collector’s office was it sent? Los Angeles. 

4. Check whether this return was prepared on cash [ ]| or ac- 
erued [x] basis. 

5. State whether inventories at the beginning and end of the 
taxable year were valued at (a) cost, or (b) cost or market 
whichever is lower: Cost or market whichever is lower. 

6. Did the organization at any time during the taxable year own 
directly or indirectly any stock of a foreign corporation or of 
a personal holding company, as defined in section 501 of the 
Internal Revenue Code): (Answer ‘‘Yes”’’ or ‘‘No’’): No. 

7, Was return of information on Forms 1096 and 1099, Form 

W-2 or Form W-2a, filed for the calendar year 1944: Yes, 

(See Instruction H.) 
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AFFIDAVIT (See Instruction D) 

I swear (or affirm) that this return (including any accom- 
panying schedules and statements) has been examined by me, and 
to the best of my knowledge and belief is a true, correct, and 
complete return. 

/s/ ANNA HARRIS Date 3/9/45 
(Partner or member) 
110 West 11th Street, Los Angeles, Calif. 
/s/ D. WEBSTER EGAN Date 3/9/45 
(Signature of person (other than partner or member) 
preparing return) 


Subscribed and sworn to before me this 12th day of March, 
1945. 
/s/ FRANK LOBER, 
(Signature of officer administering oath) 


Union Manufacturing Company—1944 
SCHEDULE OF DEPRECIATION 


Dep. Rem. Dep. 
Acq. Cost Allowed Cost Life 1944 
Auto 1940 1965.45 1597.05 368.40 25% 368.40 


Furniture 1940 319.83 124.19 195.64 10% 31.98 
5 1941 168.95 33.80 135.15 10% 16.30 
a 1942 332.15 66.42 265.73 10% 33.21 
a 1943 145.50 2.03 143.47 10% 14.00 
Machinery 1935 7713.26 6987.20 726.96 10% 726.06 
oa 1936 12799.72 10429.04 2370.68 10% 1185.44 
My 1937 =1803.78 1050.85 752.93 10% 180.38 
i 1938 3434.69 1916.87 1517.82 10% 343.47 
2 1939 4736.66 2174.76 2561.90 10% 473.36 
io 1940 7164.57 992.83 6171.74 10% 716.45 
is 1941 12518.26 4640.61 7877.65 10% 1251.83 
i. 1942 13921.70 2754.37 11167.33 10% 1892.17 
‘s 1943 1797.47 112.00 1685.47 10% 179.75 


S 1944 7766.51 0.00 7766.51 10% 395.40 
Buildings 1944 32500.00 0.00 32500.00 2% 650.00 
i 1944 6500.00 0.00 6500.00 5% 97.50 
8056.30 


Other deductions: Auto Expense 630.75; Discounts 8177.77; 
Dues and Assessments 1644.29; General Expense 38088.16; 
Insurance 6267.10; Telephones and Telegrams 1298.21; 
Travel Expense 4974.20; Utilities 5303.07. Total: 66,383.55. 
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Contributions: Palestine Society 10.00; Central Jewish Commit- 
tee $5.00; West Gate Lodge Fund 2.00; War Chest 1000.00; 
Red Cross 2000.00; Naval Aid 121.37; Orthopaedic Founda- 
tion 500.00; Boy Scouts 12.00; Home for Aged 20.00; Wil- 
shire Blvd. Temple 1000.00; Evely Smith Fund 25.00; Boys 
Camp 10.00; American Council for Judaism 10.00; El Nido 
Camp 300.00; Jewish Welfare 2500.00; Total 7515.37. 


[Endorsed]: T.C.U.S. Admitted in evidence Jan. 
29, 1948. 


PETITIONERS’ EXHIBIT No. 6 


Form 1065 United States 
PARTNERSHIP RETURN OF INCOME 1948 
(To be Filed Also by Syndicates, Pools, Joint Ventures, Etc.) 


For Calendar Year 1943 
or fiscal year beginning.............. , 1943, and ending.............. 


UNION MANUFACTURING COMPANY, 
110 West 11th Street, Los Angeles, 15, California 


Serial No. 988045 [Stamp] Mar. 15, 1944 


GROSS INCOME 
1. Gross receipts from business or profession........ $ 2,858,253.17 
2. Less cost of goods sold: 
(a) Inventory at beginning 


ol! Ta $ 538,992.70 
(b) Merchandise bought 
lor Se 1,788,851.00 


(c) Cost of labor, supplies, ete. 456,875.99 
(d) Total of lines (a), 


Oh. qual) 2.784,719.69 


(e) Less inventory at end 
CU 586,878.36  2,197,841.33 
3. Gross profit (or loss) from business or 
profession (item 1 minus item 2)...........000..... 660,411.84 
© *£ *& * 


11. Net gain (or loss) from sale or 
exchange of property other 
than capital assets (from 
edie BB) ....c..0...0-ceccne-seseee $ 352.56 


144 Anna Harris and Morris Harris vs. 


* £ & * 


13. Other income (state nature of 
income) Discount on purchases 9,343.95 


14. Total income in items 3 to 13 (enter non- 
taxable incomes in Schedules A and @)........ $ 670,108.35 


DEDUCTIONS 
15. Salaries and wages (do not include 
compensation for partners)........ $176,159.38 
GiGi ec eer een 26,700.00 


* £ # *€ 


18. Interest on indebtedness (explain 


immochednle st )e.. eke 2,786.31 
19. Taxes (explain in Schedule C)........ 32,807.89 
ee & * 


22. (a) Depreciation (explain in 


mehnedule 1) 2... 2. 7,401.39 
24. Other deductions authorized by 
law (explain in Schedule F)........ 43,340.80 


25. Total deductions in items 15 to 24.00.0000 $289,195.77 


26. Ordinary net income (item 14 minus item 25) ......$380,912.58 

* * * * 

SCHEDULE B.—GAINS AND LOSSES FROM SALES OR 
EXCHANGES OF PROPERTY OTHER THAN CAPITAL 
ASSETS (See Instruction 11) 


1. Kind of 2.Date 3. Gross sales price 4. Cost or 
property acquired (contract price) other basis 

Sewing machine 1935 $100.00 $ 350.00 

Sewing machine 1936 704.00 1271.00 


Schedule B— (Continued) 
6. Depreciation allowed 
(or allowable) since ac- _‘7. Gain or loss (col. 3 
quisition or March 1, plus col. 6 minus the 
1913 (furnish details) sum of eols 4 and 3) 
$280.00 30.00 
889.56 322.56 


Total net gain (or loss) (enter as item 11, p.1) $352.56 
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SCHEDULE C.—TAXES (See Instruction 19) 


Nature Amount 
coy Ss Conny? een nnn, $11,663.64 
21,144.25 
Total (enter as item 19, page 1) ou... ceceececeeeeeeee $32,807.89 
* * E F 


SCHEDULE J.—PARTNERS’ SHARES OF INCOME AND 
CREDITS (See Instruction 29) 

2. Ordinary net income less 

interest on Government ob- 


1. Name and addresses ligations, ete., subject to 
of each partner surtax only 

(a) Morris Harris, 10398 Sunset Blvd., L. A. $166,649.25 

(b) Anna Harris, 10398 Sunset Blvd., L. A. 166,649.25 

(ec) Albert Harris, 10398 Sunset Blvd., L. A. 23,807.04 

(d) Betty Harris, 10398 Sunset Blvd., L. A. 23,807.04 
TO ee $380,912.58 

Schedule J— (Continued) 

5. Use letter corre- 10. Charitable 

sponding to above contributions 

to identify partner (from Schedule I) 

(SU) cessecntsiec conc $ 5,590.15 

CD) gesaseeete eon 5,990.15 

1) cree tie eneseenc ye a 798.60 

0 ccacseneacnecnke ene 798.60 
Ay ss oes ta each a eatancsesecessveeetb lg COO 

QUESTIONS 


1. Date of organization: 1909. 

2. Nature of organization (partnership, syndicate, pool, joint 
venture, ete.) : Partnership. 

3. Was a return filed for preceding year: Yes. If so, to which 
collector’s office was it sent): Los Angeles. 

4. Check whether this return was prepared on the cash { ] or 
acerual [x] basis. 

5. State whether inventories at the beginning and end of the 
taxable year were valued at (a) cost, or (b) cost or market, 
whichever is lower: Cost or market whichever is lower. 
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6. Did the organization at any time during its taxable year have 
in its employ more than eight individuals? (Answer ‘‘Yes’’ 
Gus No) > Yes.  @* 

7. Did the organization at any time during the taxable year own 
directly or indirectly, any stock of a foreign corporation or a 
personal holding company as defined in section 501 of the In- 
ternal Revenue Code? (Answer ‘‘Yes’’ or ‘‘No’’): No. 

8. Was return of information on Forms 1096 and 1099, or Fornis 
V-2 and W-2, filed for the calendar year 1943?) (See Instruc- 
tion H): Yes. 


AFFIDAVIT (See Instruction D) 


I/we swear (or affirm) that this return (including any ac- 
companying schedules and statements) has been examined by 
me/us, and to the best of my/our knowledge and belief is a true, 
correct, and complete return, made in good faith, for the account- 
ing period stated, pursuant to the Internal Revenue Code and the 
regulations issued under authority thereof. 


/s/ ANNA HARRIS Date 3/10/44 
(Partner or member) 
10398 Sunset Blvd., Los Angeles, Calif. 


/s/ D. WEBSTER EGAN Date 3/10/44 
(Signature of person (other than partner or 
member) preparing return) 
403 W. 8th St., Los Angeles, Calif. 


Subseribed and sworn to before me this 15th day of March, 
1944. 


/s/ HARRY DAVID KROLL, 
Notary Public in and for the City and County of Los Angeles, 
State of California. 
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Union Manufacturing Company—1943 


Acquired 


Automobile 


Furniture 
ee 


écé 
&¢ 
é¢ 
Machinery—L.A. 
&é 
&é 
&é 
6é 
&é 
6é 
cé 
cé 
6é 
ee 
Machinery—E.P. 
&é 
ce 
a4 
ia 
6é 


&¢ 


1940 
1943 
1942 
1941 
1940 
Prior 
1933 
1934 
1935 
1936 
1937 
1938 
1939 
1940 
1941 
1942 
1943 
1935 
1936 
1937 
1938 
1941 
1942 
1943 


Cost 


1965.45 
145.50 
332.15 
168.95 
319.83 
191.38 

1258.73 

2319.37 

7499.57 

13142,53 

1159.00 

3277.40 

1691.48 

2949,27 

1082.50 

1097.35 

2070.31 
616.81 
715.25 
425.00 
190.55 

14723.17 
12737.03 
105.05 


Depreciation 


1105.65 
0.00 
33.21 
16.90 
92,21 
177.10 
1191.02 
1971.49 
5682.20 
8542.63 
637.45 
1474.83 
3141.31 
737.90 
225,25 
97,23 
0.00 
493.37 
500.64 
259.00 
95.25 
2834.70 
1273.70 
0.00 


Remaining 


Cost 


859.80 
145.50 
298.94 
152.05 
227.62 
14.28 
67.71 
347.88 
1817.37 
4218.46 
521,55 
1802.57 
483.28 
1811.37 
857.25 
1000.12 
2070.31 
123.44 
214.61 
170.00 
95.30 
11888.38 
11463.33 
105.05 


Life 


4 yr. 
10 yr. 
10 yr. 
10 yr. 
10 yr. 
10 yr. 
10 yr. 
10 yr. 
10 yr. 
10 yr. 
LO yr. 
10 yr. 
10 yr. 
10 yr. 
10 yr. 
10 yr. 
10 yr. 
10 yr. 
10 yr. 
10 yr. 
10 yr. 
10 yr. 
10 yr. 
10 yr. 


Estimated 


Remaining Deprec. 


Life 


lyr. 
10 yr. 
yr. 
8) ae, 
1 yt 
ly 


lyr. 
at. 
oyr. 
4 yr. 
dD yr. 
6 yr. 
Tyr. 
8 yr. 
Oyr. 
10 yr. 
2 yr. 
5 yt. 
4 yr. 
Dyr. 
8 yr. 
9 yr. 
10 yr. 


1943 


491.40 
2.03 
33,21 
16.90 
31.98 
14,28 
62.84 
231.94 
749,95 
1314.25 
115.90 
327.74 
483.28 
254.93 
108.25 
109.74 
103.50 
61.68 
71.52 
42.50 
19.05 
1472.32 
1273.70 
8.50 
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CONTRIBUTIONS 

American Red Cross $1610.00, 8S. C. Symphony Assn. $50.00, 
United Nations W.R. $100.00, Los Angeles Community Chest, 
$1200.00, L. A. Hadassah $5.00, Central Jewish Com. $5.00, 
U.S. O. $1500.00, African M. E. Church $5.00, Home for Aged- 
Jewish $100.00, Children’s Hospital $500.00, T. B. Christmas 
seals $2.00, Filipino Bolo Knife $5.00, Tuskegee Institute $1.00, 
E. P. Community Chest $100.00, West Gate Lodge F & M $10.00, 
K.R.O.D.-El Paso $10.00, Police Pension Fund $33.00, V.D.M. 
Orphans Home $2000.00, Boy Scouts-El Paso $12.00, Passover 
Relief Bur. $5.00, L. A. Orthopaedic Fd. $500., Shrine Fund-El 
Paso $7.50, N. Strauss Palestine $10.00, Jewish Blind $2.00, 
United Jewish Welfare $5000.00, Veterans Army News $5.00— 
Total $12,777.50. 


EA TIEO me SD CTISG 92 8c .c7.c tse ee eee ces $ 577.71 
Digcountiomysales: 12,642.07 
Dues and assessments ............2-.2:002+- 1,477.77 
General expense —.:...-...4:2.20ccsene0e2-ee0-e=-- 15,429.12 
CEU cerns ce ne er dA cs 792.45 
DSi Tan ces eee ee es 4,661.59 
Rowrerand lishte 2. 2. 4,226.23 
Telephones and Telegrams................ 1,229.49 
Mraviel s@NMeCDS@ 1. = seers, cee 2,091.42 
be ul cls ee eo 212.95 

$43,340.80 


All salary inereases have been made in accordance with the 
established custom of firm and in compliance with War Labor 
Board regulations. 


Field. 
[Endorsed]: T.C.U.S. Admitted in evidence Jan. 
29, 1948. [179] 
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PETITIONERS’ EXHIBIT No. 7 


Form 709 United States 


GIFT TAX RETURN 
Calendar Year 19........ 


Donor: Anna Harris Address: 10398 Sunset Blvd., L. A. 


Citizenship: American Residence: Same 


Have you (the donor) during the calendar year indicated 


above, without an adequate and full consideration in money or 
money’s worth, made any transfer exceeding $4,000 in value (or 
regardless of value if in trust or a future interest) as follows? 


(Answer ‘‘ Yes’’ or ‘‘No’’) 


it. 


By the creation of a trust (No) or the making of additions to 
a trust previously created (No), in either case for the benefit 
of a person or persons other than yourself, and with respect 
to which you retain no power to revest the beneficial title to 
the property in yourself or to change the beneficiaries or their 
proportionate benefits; or by relinquishing every such power 
that was retained in a previously created trust (No). 


By permitting a beneficiary, other than yourself, to receive 
the income from a trust created by you and with respect to 
whieh you retained the power to revest the beneficial title to 
the property in yourself or to change the beneficiaries or their 
proportionate benefits (No). 


By the purchase of a life insurance policy (No) or the pay- 
ment of a premium on a previously issued policy (No) the 
proceeds of which are in either case payable to a beneficiary 
other than your estate, and with respect to which you retained 
no power to revest the economic benefits in yourself or your 
estate or to change the beneficiaries or their proportionate 
benefits; or by relinquishing every such power that was re- 
tained in a previously issued policy (No). 


By permitting another to withdraw funds from a joint bank 
account which was deposited by you (No). 


By conveying title to another and yourself as joint tenants or 
to your wife or husband and yourself as tenants by the en- 
tirety (No). 


By any other method, direct or indirect (Yes). 


Tf the answer is ‘‘Yes’’ to any of the foregoing, such a trans- 


fer should be fully disclosed under Schedule A. 
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COMPUTATION OF AMOUNT OF NET GIFTS FOR YEAR 


1, Total included amount of gifts for year 

Gitem*Cyscheduleds, se... oe ce $30,000.00 
2. Total deductions for charitable, public, 

and similar gifts for year (item ce, 


(SOLA ToL 6 UW cy) 2) ae ane a re ee None 
3. Specific exemption claimed (see sec- 
tion 10 of instructions) .....0.002..2... $30,000.00 
4. Total deductions (item 2 plus item 3)... $30,000.00 


5. Amount of net gifts for year (item 1 minus item 4) None 


COMPUTATION OF TAX (see section 14 of instructions) 


* & * 


Sa 


Total tax payable for year (item 6 plus item 7)...... None 


AFFIDAVIT OF PERSON PREPARING RETURN 
I swear (or affirm) that I prepared this return for the per- 
son named herein and that this return, including the acecompany- 
ing schedules and statements, if any, is a true, correct, and com- 
plete statement of all the information respecting the donor’s gift 
tax liability of which I have any knowledge. 


(Address of person preparing return) 
Sworn to and subscribed before me this 27th day of Sept., 
1943. 


(Signature and title of officer administering oath) 


SCHEDULE A—Total Gifts During Year (see sections 5, 6, 
7, 9, 11, and 15 of instructions) 1 


Description of gift, and Date of Value at 
Donee’s name and address gift date of gift 
An undivided 1/16 Interest in and to 1/2/48 $33,000.00 


the property and assets of Union Mfg. 
Co., L. A., Cal., a partnership. 
Albert P. Harris, 10398 Sunset Blvd., L.A. 


Ga) Total"... ee $ 33,000.00 
(b) Less total exclusions not exceeding $4,000 for each 


donee (except gifts in trust or of future interests) 3,000.00 


(ec) Total included amount of gifts for year................ $ 30,000.00 
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SCHEDULE B.—Deductions for Charitable, Public, and Similar 
Gifts During Year (see sections 8, 9, and 12 of instructions) 
None 


SCHEDULE C—Returns, Amounts of Specific Exemption, and 
Net Gifts for Preceding Year (subsequent to June 6, 1932) 
None 


[Endorsed]: T.C.U.S. Admitted in evidence Jan. 
29, 1948. 


PETITIONERS’ EXHIBIT No. 8 


Treasury Department, Internal Revenue Service 
Form 710 Gite TAX 


DONEE’S OR TRUSTEE’S INFORMATION 
RETURN OF GIFTS 


Calendar Year 19........ 


Donor’s name: ANNA HARRIS. 

Donor’s address: 10398 Sunset Blvd., L. A. 
Donee’s name: ALBERT P. HARRIS. 
Donee’s address: 10398 Sunset Blvd., L. A. 


Description of property Date Approx. value 
received of gift at date of gift 
An undivided one-sixteenth interest in 1/2/43 $33,000.00 
and to the property and assets of the 
Union Mfg. Co., a partnership. 


Pursuant to the Gift Tax Regulations of the Treasury De- 
partment, I hereby give notice of the herein-described property 
received from the above-named donor, and certify that I have 
carefully read the instructions on the reverse side of this form 
and that all the information given herein is correct, to the best of 
my knowledge and belief. 

(eee MeybUITE ) .........---<2-----00-0-<+-cs- «222 eee 
PB ecto 00l ) ....-.----2 250s te aie ee 


[Endorsed]: T.C.U.S. Admitted in evidence Jan. 
29, 1948. [182] 
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PETITIONERS’ EXHIBIT No. 9 

[This exhibit is identical with Exhibit No. 7 
set out at page 149 with the exception of 
donor’s name which is Morris Harris for Ex- 
hibit No. 9.] 


[Endorsed]: T.C.U.S. Admitted in evidence Jan. 
29, 1948. [183] 


PETITIONERS’ EXHIBIT No. 10 

[This exhibit is identical with Exhibit No. 8 
set out at page 151 with the exception of 
donor’s name which is Morriss Harris for Ex- 
hibit No. 10.] 


[Endorsed]: T.C.U.S. Admitted in evidence Jan. 
29, 1948. [185] 


PETITIONERS’ EXHIBIT No. 11 


Mailed 10/2/45 
Treasury Department 
Internal Revenue Service 
Twelfth Floor, 417 So. Hill St. 
Los Angeles, Calif. 


Office of Internal Revenue Agent in Charge, Los 
Angeles Division 
September 25, 1945 
Mr. D. Webster Egan, 
403 West 8th Street, 
Los Angeles 14, California. 


Dear Mr. Egan: 


There is enclosed waiver forms to be signed by 


Commissioner of Internal Revenue ie 


Mr. Morris Harris and Mrs. Anna Harris, each 
fixed in the amount of $1,200.00, which is the defic- 
lency tax which I am recommending in connection 
with the 1943 gift tax returns filed by each of 
them. A copy of each waiver is enclosed for your 
files, and an addressed return envelope which re- 
quires no postage. The deficiency tax is based upon 
a valuation of a 1/16th interest in the Union Manu- 
facturing Co. at $53,000.00, which valuation was 
arrived at after considering all relevant factors 
and elements of value, including a value for good 
will. 

There is enclosed affidavit forms which both of 
the aforenamed donors need to properly execute 
before a notary public and submit to this office 
in order that the gift tax returns which they filed 
for 1943 be technically completed. Each return 
must be executed after the close of the calendar 
year 1943, and as filed the returns were sworn to 
before the close of 1943, consequently are not tech- 
nically complete returns. These forms are in trip- 
licate, but only duplicates (2) need be returned to 
this office. 

Submission of the waivers will expedite the set- 
tlement of this case and reduce the accumulation 
of interest. An early receipt of the waivers and 
affidavits will be appreciated. Thanking you for 
your cooperation rendered, I remain 


Very truly yours, 


/3s/ HUGO C. BURNS, 
Internal Revenue Agent. [186] 
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PETITIONERS’ EXHIBIT No. 16 


{Union Manufacturing Co. Letterhead] 


BALANCE SHEET—December 31, 1942 


ASSETS 

Peniy COSLD re $ 35.49 
Union Bank & Trust Co.—Checking Act. 166,571.62 
Union Bank & Trust Co— Payroll Acct. 100.00 


State National Bank—El Paso, Tex....... 7,797.08 
Accounts Receivable—Good ..........00........ 187,880.36 
Accounts Receivable—Doubtful ............ 1,788.20 
Loans to Employees............2.......ccccccce- 106.73 
nsec ery 2/21 07 538,992.70 
WG UE? 40,211.68 
Mi timntigverc: Maxtures....................c..-.-20-: 694.09 
A SUSUOOINO IO a re 859.80 
Stanonervae, PYINnting ............-..-.-g--...--- 400.00 
WPrepaid ISU ame: ......................ccrceeeesee 537.48 
LIABILITIES 

Employees—Salaries, commissions, etc.$ 449,94 
Social Security—Employees ................-- 2,240.74 
Social Security —Firm ................-:ccee 6,374.72 
CAPITAL 

wl, IMACS: oe $359,705.94 

Less drawing acct. .......... $28,050.00 


Less income tax 1941........ 86,238.30 
Less income tax 1940 


(Mc) fi 92.08 114,380.38 

$245,325.56 

ebay 319 S2iomofits............2.-.2-..ce-cccssees 226,025.48 

A JSigyculS: 2 $334,699.14 
Less drawing acct............. $14,949.35 

Less income tax 1941........ 80,216.48 95,165.83 

$239,533.31 

Netiiee 7 1942 roiis............-.----.-2<---0-=- 226,025.48 


$945,975.23 


$ 9,065.40 


471,351.04 . 


465,558.79 


$945,975.23 


[Endorsed]: T.C.U.S. Admitted in evidence Jan. 


29, 1948. [191] 
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PETITIONERS’ EXHIBIT No. 17 


[Union Manufacturing Co. Letterhead] 


BALANCE SHEET—December 31, 1943 


ASSETS 

Dy aio OUTS) se ee a ee $ 34.02 
Union Bank & Trust Co.—Regular Acct. 94,890.28 
Union Bank & Trust Co.—Payroll Acct. 100.00 


State National Bank of El Paso.............. 7,054.83 
Accounts Receivable—Good .................... 163,653.19 
Accounts Receivable—Doubtful ............ 1,708.92 
Loans to Employees...........000.0..-.::2cceceee- 174.14 
pS E10) 016 FRR ee en ee 40,000.00 
Inventory of Mdse. 12/17/48................. 586,878.36 
[i (ECCI 6 eI ek RMMen sce Co ae ane eee Re 34,801.45 
Marimtiure O Mixtunes::........2.s.0st----5-c10 741.19 
PO CTOSE) OE CRO oh, a ee ne 368.40 
Real Estate—El Paso (deposit).............. 2,500.00 
Stationery & Printing.................--.-00:-+- 400.00 
Prepaid Insurance ..........2..0:-0:ccceeceeeeseees 1,170.49 
LIABILITIES 
Wide Sa lesien ees eee cece ese cs. scvaseess $ 3,736.47 
Social Security—Employees ...................- 2,143.07 
Social Security—Firm ...........2........02-.--- 6,341.77 
Reserve for Income Tax—1942................ 84,887.22 
20% Withholding Taxes ..............-...2.--0-- 11,711.02 
CAPITAL 
Joel SUA es ES meen oe oe eee ee $471,351.04 
Less 1942 Res. for Inc. Tax................ 201,283.62 
$270,067.42 
Less adj. on 1940 State tax.................. 18.06 
270,049.36 
Less Capital—Albert Harris— 
(WAT 06 Ree oe omeei eee eee ero 34,083.70 
$235,965.66 
Less Drawings for yeal............--.-00--+- 41,579.45 
$194,386.21 
Plus 7/16 1943 Profit.......20%..........-7 161,059.09 


$934,475.27 


$108,819.55 


$355,445.30 
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[SECS | $465,558.79 
Less 1942 Reserve for Inc. Tax.......... 


190,269.06 


$275,289.73 


Less Capital Betty Harris—1/16 Int. 


Less drawings for year.. 


Less 1/16 drawings.......... 


Plus 1/16 1943 profits...... 


Bae caress osscssenesocees 


Betty Harris 
Less Estimated tax 1943 


Less 1/16 drawings 


Plus 1/16 1943 profits.... 


{Endorsed ]: T.C.U.S. 


29, 1948. [193] 


meen cc ccs ces css emcees 


34,083.70 


$241,206.03 


24,204.42 


$217,001.61 


wesc cece neers seeenee 


161,059.09 


$ 34,083.70 


9,879.79 


$ 24,203.91 


ee er errr errr 


tHe cee esse eran esseene 


1,137.50 


$ 23,066.41 
23,008.45 


$ 34,083.70 


9,879.79 


$ 24,203.91 


Prererer rrr eee rere eer rer. 


1,137.50 


$ 23,066.41 


23,008.45 


161 


$378,060.70 


$ 46,074.86 


$ 46,074.86 


$934,475.27 


Admitted in evidence Jan. 
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In the United States Circuit Court of —— 
For the Ninth Circuit 


Docket Nos. 12984, 12985 
(Tax Court) 


ANNA HARRIS and MORRIS HARRIS, 


Petitioners, 
vs. 
COMMISSIONER OF INTERNAL REVENUE, 
Respondent. 


PETITION FOR REVIEW OF DECISION OF 
THE TAX COURT OF THE UNITED STATES 


To the Honorable Judges of the United States 
Circuit Court of Appeals for the Ninth Circuit: 
Anna Harris and Morris Harris, petitioners in 


the above entitled cases which were consolidated 
for trial below, hereby petition this court to re- 
view the decision of the Tax Court of the United 
States heretofore entered in said proceeding on 
May 12, 1848. Petitioners respectfully represent: 


a i 
This petition is filed pursuant to Internal Reve- 
nue Code sections 1141 and 1142, 26 U.S.C.A., sec- 
tions 1141 and 1142. [194] 


EM, 
Nature of Controversy 


The present controversy relates to the proper 
determination of petitioners’ federal income and 
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victory taxes for the calendar year 1943 and fed- 
eral income taxes for the calendar year 1944. 

Respondent determined deficiences to be due 
from petitioners for the calendar years 1943 and 
1944 as follows: 


Anna Harris: 
1943 $5,662.73 
1944 18,136.67 
Morris Harris: 
1943 $ 6,036.87 
1944 18,693.10 


The Tax Court of the United States, by its said 
decision, sustained respondent in his determinations 
and petitioners hereby petition for a review of said 
decision of the Tax Court of the United States. 


II. 
Venue 


Petitioners filed their respective separate feder- 
al income tax returns for the calendar years 1943 
and 1944 with the Collector of Internal Revenue 
for the Sixth District of California. Accordingly, 
petitioners are petitioning for a review of the said 
decision of the ‘'ax Court of the United States 
by this Circuit Court of Appeals for the Ninth 
Circuit. 

Wherefore, your petitioners pray that this court 
review the said decision of the T'ax Court of the 
United States, [195] reverse the said decision of 
said Taax Court, and direct entry of a decision by 
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said Tax Court in favor of petitioners and each 
of them, determining that no deficiencies in federal 
income or victory taxes for the calendar years 
1943 and 1944 are due from the petitioners or 
either of them. 


Dated July 29, 1948. 
Respectfully submitted, 


/s/ DANA LATHAM, 
Attorney for Petitioners. 


(Duly Verified.) 


[Endorsed]: T.C.U.S. Aug. 4, 1948. £196] 


[Title of U. S. Court of Appeals and Causes. | 


NOTICE OF FILING OF PETITION 
FOR REVIEW 


To the Commissioner of Internal Revenue, Wash- 
ington, D. C.: 


You are hereby notified that Anna Harris and 
Morris Harris, petitioners in the above entitled 
proceeding in the Tax Court of the United States 
is petitioning the United States Circuit Court of 
Appeals for the Ninth Circuit to Review the de- 
cision of said T'ax Court heretofore rendered in 
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the above-entitled Tax Court case on May 12, 1948. 
The petition for review, copy of which is attached 
hereto, and this notice of filing of petition for 
review are hereby served upon you. 


Dated July 29, 1948. 


/s/ DANA LATHAM, 
Attorneys for Petitioners. 


(Acknowledgment of Service.) 
[Endorsed]: T.C.U.S. Filed Aug. 4, 1948. [198] 


[Title of U. S. Court of Appeals and Cause. | 


DESIGNATION OF CONTENTS OF RECORD 
ON APPEAL AND STATEMENT OF POINTS 


To Victor S. Mersch, Clerk of the Tax Court of 
the United States, Washington, D. C.: 


Petitioners in the above-entitled consolidated 
proceedings hereby designate the following portions 
of the record, proceedings, and evidence before the 
Tax Court of the United States to be contained in 
the record on review before the Circuit Court of 
Appeals for the Ninth Circuit: 

(1) Docket entries. 

(2) Petition and amended petition of petitioner 
Anna Harris (Docket No. 12984). 

(3) Petition and amended petition of petitioner 
Morris Harris (Docket No. 12985). 

(4) Answer to petition and amended petition of 
1201] petitioner Anna Harris (Docket No. 12984). 
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(5) Answer to petition and amended petition of 
petitioner Morris Harris (Docket No. 12985). 

(6) Findings of fact and opinion of the Tax 
Court. 

(7) Decision of the Tax Court, if separate and 
distinct from (6) above. 

(8) The reporter’s transcript of proceedings be- 
fore the Tax Court. 

(9) The following exhibits introduced in evi- 
dence by petitioners at the hearing before the Tax 
Court: 

Petitioners’ Exhibit ‘‘17’. 
Petitioners’ Exhibit ‘‘2”’. 
Petitioners’ Exhibit ‘37’. 
Petitioners’ Exhibit ‘‘5’’. 
Petitioners’ Exhibit ‘‘6”’. 
Petitioners’ Exhibit ‘‘7’’. 
Petitioners’ Exhibit ‘‘8”’. 
Petitioners’ Exhibit ‘‘9.”’ 
Petitioners’ Exhibit ‘‘10’’. 
Petitioners’ Exhibit ‘‘11’. 
. Petitioners’ Exhibit ‘‘12”’. 
Petitioners’ Exhibit ‘‘13”’. 
. Petitioners’ Exhibit ‘‘14’’. 
. Petitioners’ Exhibit ‘‘15’’. 
. Petitioners’ Exhibit ‘‘16’’. 
16. Petitioners’ Exhibit ‘‘17”’. [202] 

(10) The petition for review of decision of the 
Tax Court and notice of filing of petition for re- 
view, together with proof of service of said peti- 
tion and said notice of filing petition. 


eae Se ee el 


a a 
oe Cs Oo 
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(11) This designation of contents of record on 
appeal and statement of points and the notice of 
filing thereof, together with proof of service of 
said designation and notice. 


STATEMENT OF POINTS ON WHICH 
PETITIONER INTENDS TO RELY 


(1) The Tax Court erred in entering decisions 
for respondent. 

(2) The Tax Court erred in not entering de- 
cisions for petitioners and each of them. 

(3) The Tax Court erred in failing to find or 
conclude that there were no deficiencies in income 
and victory taxes due from petitioners or either 
of them for the calendar years 1948 and 1944. 

(4) The Tax Court erred in failing to find or 
conclude that there was, as of January 1, 1943, 
a completed gift in praesenti to petitioners’ son 
Albert of a one-sixteenth interest in petitioners’ 
business, which vested him with complete dominion 
and control over an interest in and earnings of 
said business. [203] 

(5) The Tax Court erred in failing to find or 
conclude that there was, as of January 1, 1943, a 
completed gift in praesenti to petitioners’ daugh- 
ter, Betty of a one-sixteenth interest in petitioners’ 
business, which vested her with complete dominion 
and control over an interest in and earnings of 
said business. 

(6) The Tax Court erred in failing to find or 
conclude that petitioners’ son Albert was a bona 
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fide partner with petitioners and Betty Harris 
throughout the calendar years 1943 and 1944. 

(7) The Tax Court erred in failing to find or 
conclude that petitioners’ daughter Betty was a 
bona fide partner with petitioners and Albert Har- 
ris throughout the calendar years 1943 and 1944. 

(8) The Tax Court erred in failing to find or 
conclude that petitioners’ son Albert was the owner 
of and taxable on his share. of the income of the 
partnership referred to in (6) and (7) above for 
the calendar years 1943 and 1944 as shown on peti- 
tioners’ Exhibits ‘*5’’, ‘‘6’’, and ‘‘14’’, 

(9) The Tax Court erred in failing to find or 
conclude that petitioners’ daughter Betty was the 
owner of and taxable on her share of the income 
of the partnership referred to in (6) and (7) above 
for the calendar years 1943 and 1944 as shown on 
petitioners’ Exhibits ‘‘5’’, ‘‘6’’, and ‘‘15”’. 

(10) The Tax Court erred in finding or conelud- 
ing that petitioners were each taxable on 50% of 
the income of the [204] partnership referred to in 
(6) and (7) above for the calendar years 1943 and 
1944. 

(11) The Tax Court erred in finding or conclud- 
ing that the said partnership had two members 
only, Anna and Morris Harris, during the calendar 
years 1943 and 1944, and in failing to find or 
conclude that said partnership had four members, 
Anna, Morris, Albert, and Betty Harris, during 
said years. 

(12) Assuming, but not conceding, that the Tax 
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Court did not err in finding or concluding that 
Albert and Betty Harris were not bona fide part- 
ners with petitioners during the calendar years 
1943 and 1944, then the Tax Court erred in failing 
to find or conclude that the said Albert and Betty 
Harris were each the owners of their respective 
interests in the capital of the business and the 
owners of and taxable on the income of said busi- 
ness to the extent attributable to their said respec- 
tive interests in said capital and in failing and 
refusing to fix and determine the amount of income 
so attributable to said capital interests. 

(13) The Tax Court erred in failing to find or 
conclude that the $25,256.18 California income tax 
paid by the petitioner Anna Harris during the 
calendar year 1943 was deductible by said peti- 
tioner in computing victory tax net income for said 
year. 

(14) The Tax Court erred in failing to find or 
conclude that the $26,746.65 California income tax 
paid by the petitioner Morris Harris during the 
calendar year 1943 was [205] deductible by said 
petitioner in computing victory tax net income for 
said year. 


Dated August 4, 1948. 
Respectfully submitted, 


/s/ DANA LATHAM, 
/s/ D. WEBSTER EGAN, 
Attorneys for Petitioners. 


[Endorsed]: ‘I'.C.U.S. Filed Aug. 6, 1948. [206] 
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[Title of U. S. Court of Appeals and Cause.] 


NOTICE OF FILING OF DESIGNATION OF 
CONTENTS OF RECORD ON APPEAL 
AND STATEMENT OF POINTS 


To the Commissioner of Internal Revenue, Wash- 
ington, D. C.: 


You are hereby notified that Anna Harris and 
Morris Harris, petitioners in the above-entitled pro- 
ceeding in the Tax Court of the United States, 
are filing with the Clerk of the Tax Court peti- 
tioners’ designation of contents of record on appeal 
and statement of points. The said designation of 
contents of record on appeal and statement of 
points, a copy of which is attached hereto, together 
with this notice of filing of same, are hereby served 
upon you. 


Dated August 4, 1948. 


/s/ DANA LATHAM, 
/s/ D. WEBSTER EGAN, 
Attorneys for Petitioners. 


(Affidavit of Service attached.) 
[Endorsed]: Filed Aug. 6, 1948. [207] 
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[Title of U. S. Court of Appeals and Cause.] 


DESIGNATION OF ADDITIONAL PORTTONS 
OF RECORD 


To the Clerk of The Tax Court of the United 
States: 


_ You will please prepare, transmit and deliver to 
the Clerk of the United States Circuit Court of 
Appeals for the Ninth Circuit, copies duly certi- 
fied as correct, of the following additional docu- 
ments and records in the above-entitled causes in 
connection with the petition for review by the said 
Circuit Court of Appeals for the Ninth Circuit, 
heretofore filed by the taxpayers, petitioners here- 
in: 


1. Petitioners’ Exhibit 4. 


/s/ THERON L. CAUDLE, 
Assistant Attorney General. 


/s/ CHARLES OLIPHANT, 
Chief Counsel, 
Bureau of Internal Revenue. 
Attorneys for Respondent on 
Review. 


(Acknowledgment of Service attached.) 
[Endorsed]: T.C.U.S. Filed Aug. 24, 1948. [209] 
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[Title of Tax Court and Cause.] 
CERTIFICATE 


I, Victor S. Mersch, clerk of The Tax Court of 
the United States do hereby certify that the fore- 
going pages, 1 to 209, inclusive, contain and are 
a true copy of the transcript of record, papers, and 
proceedings on file and of record in my office as 
called for by the Praecipe in the appeal (or ap- 
peals) as above numbered and entitled. 


In testimony whereof, I hereunto set my hand 
and affix the seal of The Tax Court of the United 
States, at Washington, in the District of Columbia, 
this 30th day of September, 1948. 


(Seal) /s/ VICTOR S. MERSCH, 
Clerk, The Tax Court of the United States. 


[Endorsed]: No. 12060. United States Court of 
Appeals for the Ninth Circuit. Anna Harris and 
Morris Harris, Petitioners, vs. Commissioner of 
Internal Revenue, Respondent. Transcript of the 
Record. Petition to Review a Decision of The Tax 
Court of the United States. 


Filed October 11, 1948. 


/s/ PAUL P. O’BRIEN, 
Clerk of the United States Court of Appeals for 
the Ninth Circuit. 
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In the United States Court of Appeals for the 
Ninth Circuit 


Docket No. 12060 


ANNA HARRIS and MORRIS HARRIS, 
Petitioners, 
vs. 


COMMISSIONER OF INTERNAL REVENUE, 
Respondent. 


STATEMENTS OF POINTS AND DESIGNA- 
TION OF PARTS OF RECORD TO BE 
PRINTED 


To the Clerk of the United States Court of Appeals 
for the Ninth Circuit: 


bs 
STATEMENT OF POINTS 


Petitioners respectfully state that upon the hear- 
ing on their petition for review herein, petitioners 
intend to rely upon all of the points specified in 
their ‘‘Designation of Contents of Record on Ap- 
peal and Statement of Points” heretofore filed 
with the Clerk of the Tax Court of the United 
States, which points are incorporated herein by 
reference. 
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1 


DESIGNATION OF PARTS OF RECORD 
TO BE PRINTED 


Petitioners respectfully submit that all of the 
record on review, as certified to you, with the 
exception of Petitioners’ Exhibit 4 certification of 
which was requested by respondent, will be neces- 
sary for the consideration of the pomts upon which 
petitioners intend to rely. Accordingly, petitioners 
respectfully request you to have printed the entire 
record on review except Petitioners’ Exhibit 4. 


/s/ DANA LATHAM, 

/s/ HENRY C. DIEHL, 

/s/ D. WEBSTER EGAN, 
Attorneys for Petitioners. 


(Affidavit of Service attached.) 


[Endorsed]: Filed October 26, 1948. Paul P. 
O’Brien, Clerk. 


